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Depreciation Again 
T° KEEP the pot boiling on the ques- 

tion of depreciation changes based 
on replacement values rather than the 
original cost of the fixed assets being 
consumed, we notice that Bernard T. 
Frevent, Editor, Standard & Poor's Trade 
Service, in commenting on the aggregate 
earnings of 735 companies during the 
first half of 1948, says, 

“Inflation was also a factor in other 
aspects, making it necessary to recog- 
nize that profits are overstated to a 
certain extent. In the first place, in- 
ventory profits were again a con- 
tributing item, secondly, depreciation 
charges, which under established ac- 
counting practice are computed on the 
basis of original cost, were much 
lower than if they had been calculated 
more realistically on actual replace- 
ment value.” (Toronto Globe and 
Mail, September 7, 1948). 

Is it really realistic to include with 
component costs an estimate of a cost not 
yet incurred? The value of the product 
has not been enhanced by any such in- 
crement, and, further, if depreciation is 
based on replacement cost, and part of 
the goods produced are still unsold, the 
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Number 4 






inflationary profit in the inventory is 
again increased. Here we go on an- 
other inflationary spiral. 

At this point in this writing, we con- 
fess that we reached a dead end. We 
wished to close with a punch in the last 
line, but we could not find one. How- 
ever, as we have learned many times be- 
fore, procrastination, far from being a 
thief of time, frequently solves problems 
for us. So we left our notes lying on a 
corner of the desk, and on September 9 
we found in the same paper, under the 
heading ‘Gasoline Alley”, the following 
dialogue,— 

‘“‘My bank account balances to the 
penny, Nina. Does yours?” 

“Not that close, but it isn’t sup- 
posed to, Skeezix.” 

“How come?” 

“Well, if I write a cheque for 
$4.50, I put $5.00 on the stub.” 

“Of course it won't balance that 
way! What's the idea?” 

“It's the only way I can make a 
profit.” 

Truly our comic strips bring home to 
us in a simple way great truths which we 
sometimes forget. 























silliness een nee 
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Student Exchanges 

Wt HAVE had the privilege of read- 

ing the report of an Ontario Eng- 
lish-speaking registered student who was 
sent on an exchange arrangement for 
some months to a French-speaking firm 
in the Province of Quebec. The students 
whom he joined were asked to speak to 
him entirely in French and the assign- 
ments to which he was detailed consisted 
in the main of those offices where the 
French language was used exclusively. 
The experience was most beneficial to this 
student and we understand that his op- 
posite number has reported similarly to 
his own firm of French-speaking chart- 
ered accountants. 


This seems to us to have been a most 
worthwhile experiment and we trust that, 
within practical limits, it will be extend- 
ed. Exchanges need not necessarily be 
confined to a basis of language, however, 
and they could be worked out in areas 
where practice differs and techniques 
vary. All our students get variety in 
their training, but this is usually limited 
to types of enterprise. If they can get 
variety in the form of environment and 
association also, that must be all to the 
good. The result would be new mem- 
bers with a broad national view of busi- 
ness methods and an attitude of tolerance 
toward any local conditions they may 
meet. 


The Annual Meeting 

7 1948 Annual Meeting of the As- 

sociation was held in Regina on 
August 25, 26 and 27. The Executive 
Committee, other committees and the 
Council met on the two previous days. 
Technical and general sessions were held 
in the morning and afternoon of the 25th 
and in the morning of the 27th. Two 
of the papers given are published in this 
issue, the others will appear next month. 
Committee reports will be published in 
the 1948-49 Year Book. 
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Interspersed between these various 
meetings the entertainment features pro- 
vided by the Saskatchewan Institute made 
a most pleasing impression and were 
thoroughly enjoyed by all those present. 
Apart from the “Bar Association” which 
was convened and adjourned most hap- 
hazardly from time to time and which 
finally wound up its business with a de- 
lightfully quiet and friendly technical 
session (everybody sat down!) from 
noon until 2:30 P.M. on Friday, the 
other entertainments were noted on the 
programme and were carried out on 
schedule. 


Luncheons were held on Monday, 
Tuesday and Wednesday, the second fea- 
tured by Mr. Beauvais’ witty and inform- 
al review of his trip to the continent and 
his attendance at the International Con- 
gress of Accounting. Those present will 
appreciate fully the remarks of our Presi- 
dent when dealing with this subject in 
his Annual Report. The Wednesday 
luncheon was distinguished by the able 
address of Mr. George D. Bailey. On 
Tuesday evening, we met each other at 
an informal reception, at which refresh- 
ments were served. Those from outside 
the Province took full advantage of the 
opportunity to meet their hosts and host- 
esses. Their hospitality and welcome 
were charming. 


On Wednesday, the ladies were initi- 
ated into the mysteries of the Robert 
Simpson Company’s Mail Order Depart- 
ment and reported a most interesting 
visit followed by afternoon tea at the 
home of Mrs. P. B. Keffer. Following 
a round of cocktail parties, the evening 
was devoted to an Old Tyme Barn Dance 
held some miles outside the city. Here 
in rustic attire our members and their 
ladies danced to the strains of a hill- 
billy orchestra until the wee small hours. 
This was an unusual occasion and very 
much enjoyed by all concerned. 
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Thursday was a “free’’ day, no meet- 
ings, and many spent the morning view- 
ing the homes and harvest operations on 
the farms of Mrs. Elinor Williams, Mrs. 
E. Frank Williams and Mr. Edgar H. 
Petersmeyer & Sons. These charming 
people opened their establishments to us 
and we all came back from the visit feel- 
ing that we really had acquired some un- 
derstanding of the problems of the Sas- 
katchewan farmer. In the afternoon, a 
most interesting visit was paid to the 
Royal Canadian Mounted Police estab- 
lishment where our uniformed guides 
showed us many points of interest. It 
was noted that mere man found it almost 
impossible to find himself close enough 
to his guide to ask any questions or make 
any comments. The ladies had it all 
their own way. Of course, there were 
golfers too on this Thursday, but this 
writer wouldn’t know about that! 


Thursday evening was set aside for 


the Dinner and Dance held in the Main 
Ball Room of the Hotel Saskatchewan. 
Our hosts provided us with fine enter- 
tainment during the dinner hour, and our 
winning golfers, who were competing for 
a special prize to be given to the teller of 
the best golf story, also added much to 
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the festivity. Dancing followed until 
midnight. 

It was truly a great occasion and the 
weather was fine throughout. To those 
easterners who did not attend, we can 
say that the temperature never rose above 
80° nor fell below 60°. Our hosts and 
hostesses, (two lady members played a 
large part in the arrangements made by 
the committee), and the charming wives 
of our hosts (note: the lady members are 
unmarried!) went to no end of trouble 
to make our stay enjoyable and our sin- 
cere thanks are tendered to them. 

This note should not close without 
special mention of the hospitality and 
courtesy extended to us by the manager 
and all the staff of the Hotel Saskatche- 
wan. Each one made us feel that the 
place was ours for the week. No one 
had difficulty in obtaining suitable rooms 
(the hotel reservations committee cer- 
tainly performed wonders in this re- 
spect) and nothing seemed to be too 
much trouble to anyone of the staff. We 
thank them for their attention to our 
wants and for the kindly and efficient 
way in which they served us. 

To all who worked so hard for our 
comfort and enjoyment—Thanks. 


Help Wanted, Male 


As the sequel to our note under this heading in the April 1948 issue, in which 
we expressed horror that the Penitentiary Branch would advertise for an assistant 
accountant with overseas service and at least three years experience in accounting 
work, the salary range to be $2,100-$2,400, we now report that his apparent 
predecessor was sentenced in September to six months in jail when he pleaded 
guilty to stealing $1,512.81 cash and securities from prisoners over a two year 
period. What a difference a salary range of $2,800-$3,100 might have made. He 
is 44 years of age, married and has two daughters of school age. 





Depreciation Accounting 


By J. G. Glassco, 0.B.E., F.C.A. 
(President, Institute of Chartered 
Accountants of Ontario) 


What will be the effect on future practice if provision 
for depreciation is no longer governed by income 
tax rules? 


Confusion of Terms: 

ey ees ee 

outset to refer to the confusion which 
has characterised accounting thinking for 
many years because of the lack of a gen- 
erally accepted definition of depreciation 
as an accounting term. As we all know, 
the words depreciation in the ordinary 
every-day sense denotes a fall in value: 
thus we speak of a depreciated currency 
or we may say of an article or piece of 
property that “its value has depreciated’’. 
In this sense depreciation is the opposite 
of appreciation. Totally different from 
this ordinary use of the word is the cur- 
rently accepted accounting meaning of 
depreciation as being amortization of 
cost. To avoid the confusion resulting 
from these two separate and different 
meanings of the same word it has in fact 
been suggested that we should do well to 
substitute for depreciation the word 
amortization. 


Valuation Aspect 
If the whole problem represented no 
more than a failure to distinguish be- 
tween the lay use and the technical mean- 
ing of a word it would not be too diffi- 
cult to put right. But over the years 


accounting thinking itself has at differ- 
ent times been concerned with both the 
amortization and the valuation aspects. 
Indeed, fifty years ago, the latter was the 
principal consideration. 

Mr. George O. May in his book “Fi- 
nancial Accounting” records that at the 
turn of the century it was accepted that 
wear and tear depreciation need not be 
provided for if there was an offsetting 
appreciation in reproduction cost and that 
it was considered proper to refrain from 
reducing the carrying value of fixed prop- 
erty in respect of assets retired through 
obsolescence if their replacement resulted 
in an increase in over all operating effi- 
ciency. 


Major Influences 
Since 1900, accounting thinking in re- 
spect of depreciation in mercantile and 
manufacturing enterprises has been sub- 
ject to several important influences: 


(1) The regulations and classifications 
of regulatory bodies in the utility 
and railway fields and a line of 
related legal decisions of the Su- 
preme Court of the United States. 


(2) The income tax laws and admin- 


An address delivered at the 46th Annual Meeting of the Dominion Association of 
Chartered Accountants, Regina, Sask., August 27, 1948. 
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istrative practices. In Canada, 
this is by far the most important 
single factor. 

(3) The deliberations of the Com- 
mittees of the American Institute 
of Accountants and the research 
bulletins published by that body. 

As a result we have come, by slow and 

sometimes painful evolution, from what 
we may call the valuation concept to the 
present generally accepted view of de- 
preciation as amortization of cost. We 
have agreed that obsolescence is one of 
the principal elements of depreciation 
and we have discarded, as having no 
place in accounting terminology, such 
terms as “observed depreciation” and 
“loss in service value’. 


The Problems Facing Us 

I do not, however, mean for a minute 
to suggest that the problem is solved — 
far from it! In the first place, there is 
apt to be too wide a gap between our 
practice and what I have called our ac- 
counting thinking. This results in large 
measure from the undue influence of in- 
come tax rules upon the procedures of 
our clients: on this subject I shall have 
more to say later. Secondly, I question 
whether in Canada the issues are suffi- 
ciently clearly drawn: for instance the 
text books our students are using are still 
apt to suggest that depreciation for the 
year is a charge to profit and loss in re- 
spect of the loss in service value con- 
sumed by the year’s operations. If any- 
one should say, well, what’s wrong with 
that? — my point is made and the simple 
answer is that loss in service value is 
something entirely different from amor- 
tization of cost — just as value and cost 
have different meanings. 

The third current problem, and it is an 
important one, is the increasing demand 
for recognition of losses due to currency 
devaluation. Thus, the valuation concept 
is returning to the stage in a new and 
virulent form. 
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A Definition of Depreciation 


Before proceeding to a fuller discus- 
sion of these current problems it will be 
useful to consider the question of a suit- 
able definition of depreciation account- 
ing. We are indebted to the American 
Institute of Accountants for some very 
sound research on this subject and in par- 
ticular for their Terminology Commit- 
tee’s definition, which is as follows. 

“Depreciation Accounting is a sys- 
tem of accounting which aims to dis- 
tribute the cost or other basic value of 
tangible capital assets, less salvage (if 
any), over the estimated useful life of 
the unit (which may be a group of as- 
sets) in a systematic and rational man- 
ner. It is a process of allocation not 
of valuation. ‘Depreciation for the 
year’ is the portion of the total charge 
under such a system that is allocated to 
the year. Although the allocation may 
properly take into account occurrences 
during the year, it is not intended to 
be a measurement of the effect of all 
such occurrences.” 


It is interesting to note how several 
of the difficulties inherent in framing any 
definition of depreciation have been over- 
come. The description of the system as 
one which “aims to distribute cost over 
estimated useful life’ emphasizes the 
necessarily speculative aspect of the mat- 
ter: the qualification of “life” by the ad- 
jective “useful” rather neatly ties in the 
question of obsolescence; and the require- 
ment that cost be distributed in a system- 
atic and rational manner aptly expresses 
the key thought of the depreciation 
method. 


Unless we in Canada are to devise a 
better definition I suggest that we could 
well adopt the one I have quoted. If 
we are to cope with the difficulties which 
surround the whole subject we should at 
least agree upon a common starting 
point and I commend this point of view 
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to our Committee on Accounting and 
Auditing Research. 


The Utility and Railroad Fields 


Our accounting text books describe 
a number of so called accepted methods 
of depreciation and it is interesting to 
observe that some of them actually fail 
to qualify under our definition. While 
their use is restricted almost entirely to 
the utility and railroad fields, it is worth 
noting that the retirement, renewal, re- 
tirement reserve and other variations of 
these plans fail to meet the test because 
they make their charge to operations at 
the beginning or end of the service life 
of the asset rather than by allocating the 
cost over its useful life. 


It is doubtful if these methods could 
have ever come into general use except 
for the fact that railroads and utilities 
were in most cases built before account- 
ing thought on the subject of deprecia- 


tion had become mature. With the con- 
cept of value uppermost in their minds, 
and in some cases to make the dividend 
record an impressive one, they failed to 
make a start on depreciation accounting. 
When these companies were faced with 
rate regulation early in this century, the 
regulatory bodies were quick to adopt 
the retirement accounting which some of 
these rails and utilities had professed to 
favour, because such produced, at that 
time at least, lesser charges to operations 
than would have straight line deprecia- 
tion. The shift, very noticeable in the 
last fifteen years, by these regulatory 
bodies to depreciation accounting, may 
be mainly attributed to their desire to 
cut down the so called “rate base” or in- 
vestment on which a reasonable return is 
to be allowed, through retroactive appli- 
cation of straight line rates to the fixed 
property. 

It is beyond the purpose of this paper 
to explore the rights and wrongs of the 
matter but it is pertinent to observe that 


The Canadian Chartered Accountant, October 1948 


in the utility field the aspect of contract 
and equity which is implicit in the rela- 
tions of a utility and its consumers brings 
into play considerations which do not 
occur in industrial accounting. 

Mr. George O. May has referred to the 
various purposes for which depreciation 
accounting may be required as being 

1. in determining the amount of dis- 

posable income. 

. in the measurement of earning ca- 
pacity 

. in the determination of income that 
may fairly be taxed 

4. for the regulation of rates 

5. for the valuation of property, and 


perhaps for other purposes. 

Mr. May goes on: 

“For the first of these purposes a high 
degree of conservatism is justifiable and 
even desirable, since only prudence and 
no conflict of interest is involved. For 
tax purposes, also, conservatism is called 
for, since the Government shares in 
profits but not in losses and its partici- 
pation is continuing. Indeed, Lord 
Stamp, the greatest modern English au- 
thority on taxation, came ultimately to 
the conclusion that for the purposes of 
a continuing scheme of income taxation 
the taxpayer should be given a broad 
right of election as to the time when he 
would take any depreciation deductions to 
which he might be entitled. For valua- 
tion as between buyer and seller, conser- 
vatism has no proper place; in this in- 
stance, the relation between the value of 
new property and property whose life is 
partly exhausted is the crucial considera- 
tion. The convention that is appropriate 
for one of these purposes may thus be 
quite inappropriate for another.” 

In Canada, therefore, with or without 
regulation of rate by public authority, the 
depreciation problem of utilities will re- 
quire wise handling which may well in- 
volve special patterns and in some cases 
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permanent departure from the definition 
we are discussing. It does not seem to 
me that this circumstance should deter 
us from trying to establish a broad pat- 
tern which should be applicable with the 
exception noted. 


Influence of Income Tax 

While in the utility field, the develop- 
ment of rate regulation has been the ma- 
jor factor in determining depreciation 
procedures, outside that field it is the 
income tax which has called the tune. 
The general acceptance by business of the 
proposition that earnings should bear a 
charge for depreciation has followed, in 
Canada as elsewhere, the imposition of 
an income tax. After all, there is no 
more persuasive argument to a business- 
man than a legitimate reduction in the 
income tax he is called upon to pay. It 
is twice blessed — not only is it a mone- 
tary gain but it’s a gain not itself subject 
to income tax. 

It is fair to say that before income tax 
the average businessman regarded the 
whole subject of depreciation as academic 
in the extreme and the fact is that many, 
probably the great majority of our larger 
corporations refrained from adopting de- 
preciation prior to the first great war. 
There is nothing reprehensible in their 
sudden change of policy but it is unfortu- 
nate that the influence of income tax 
upon depreciation did not cease at that 
point. 

Since 1916, the depreciation proced- 
ures of most companies have been con- 
tinuously influenced by the requirements 
of the income tax authorities. It is not 
unnatural that the taxpayer should seek 
to claim every dollar which may be al- 
lowed: the proverb “ a bird in the hand 
is worth two in the bush” still holds 
good, even though it is now apparent 
that it would have been greatly to the ad- 
vantage of taxpayers to have taken less 
depreciation in the 20’s and 30’s when 
taxes were at 15% or less and have had 
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something left to claim when the rate 
was 100%. 

However, the requirement that depre- 
ciation to be allowable for tax purposes 
had to be incorporated in the accounts of 
the taxpayer has had some very unde- 
sirable results: it has created considerable 
confusion, frustrated what may have been 
the perfectly legitimate aims of particular 
taxpayers and what is most important, has 
tended to divert the attention of the ac- 
counting profession from basic principles. 

A similar provision in the U.S. Treas- 
ury regulations was long ago abandoned 
as unenforceable although during its cur- 
rency it too had considerable influence. 

The principal result of these rules has 
been to place nearly all taxpayers on a 
straight line method and the vast ma- 
jority have adopted and tend to view as 
normal the minimum rates permitted un- 
der the income tax rulings. 


A New Deal in Income Tax 

We stand at the moment on the thresh- 
hold of a new era in income tax: we have 
a new statute and under it we are to have 
regulations by order in council laying 
down the method of computing the de- 
preciation allowance for tax purposes. I 
am hopeful that these new regulations 
will no longer require that the taxpayer's 
depreciation accounting conform to the 
basis of his claim for taxation allowance. 
It seems to me of the greatest importance 
that this change should be made. The 
present rule serves no worthwhile pur- 
pose and has a steadily increasing tend- 
ency to distort the income statement. 


If, therefore, it should come to pass 
that the allowance under income tax de- 
pfeciation regulations is to be computed 
without reference to the procedures of 
the taxpayer — possibly in a purely me- 
chanical manner — the way will be open 
to adopt whatever method of deprecia- 
tion accounting may be appropriate in the 
circumstances of each taxpayer. 
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In framing the new regulations, it 
seems to me that the tax administration 
has an opportunity to correct the errors 
of the past. I suggest that under en- 
forced straight line depreciation the 
problem has already become unmanage- 
able and the system of coercing the tax- 
payer and then checking his records in 
detail imposes, if it is to be done prop- 
erly, an impossible volume of work for 
the assessors. At least, so much time 
is required preparing and checking de- 
preciation schedules, maintaining con- 
tinuity of what are often two different 
sets of asset and reserve figures, that in- 
sufficient time is left for the examination 
of the really important phases of the tax 
return from the point of view of the 
Crown. 


In these circumstances cannot a short- 
cut be devised which will require a mini- 
mum of checking by the assessor and 
which will be readily understood and 
used by the smaller taxpayers? Such 
small concerns represent the great bulk 
of the returns to be assessed and many 
of them have no qualified accounting as- 
sistance. The existence of the loss carry- 
over simplifies the problem and if a new 
and more realistic view can be taken of 
so called capital gains it should be pos- 
sible to find a solution. 

In suggesting that we might have a 
new deal in the depreciation regulations, 
I do not think we can hope that all the 
past is to be forgiven and forgotten. It 
is not sensible to expect that the meas- 
ures adopted in the past to prevent over- 
depreciation will not be carried forward. 
While it is not too much to expect that 
the 50% rule and the 80% rule will both 
go by the boards, we should not for in- 
stance expect much change in the provi- 
sions designed to limit depreciation to 
original cost where assets go from one 
company to another under common own- 
ership. 
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Disclosure of Variations 

For these reasons, and perhaps because 
taxpayers may hereafter be allowed to 
keep their depreciation accounts as they 
like, there are bound to be a number of 
companies where the allowable future de- 
preciation for tax purposes is materially 
less than the undepreciated book value 
according to the balance sheet. In such 
circumstances there are several points 
which will be of interest to investors and 
creditors and which we may come to view 
as calling for disclosure in the annual ac- 
counts. These are: 

(1) the extent to which undepreciat- 

ed values carried on the balance 
_ sheet exceed the future allowable 
depreciation; 

(2) the extent to which the current 
year’s depreciation allowance for 
tax purposes varies from the de- 
preciation provided in the ac- 
counts and the consequences in 
terms of taxation. 

At current levels of taxation, both 
these points can become of considerable 
importance. For example $1,000,000 of 
unadmitted carrying value in the assets 
will represent in effect a future charge of 
$350,000 or $370,000 on earnings other- 
wise available for dividends. In other 
words the future tax bill is greater by 
that amount. Similarly, the income state- 
ment can be seriously affected if the de- 
preciation provided in the accounts varies 
substantially from the allowance for tax 
purposes. It can be argued that the 
maintenance of proper standards requires 
that both these matters be disclosed where 
the amounts involved are material. 

If we can assume that the thinking of 
accountants has been straightened out and 
that the definition of depreciation by the 
American Institute represents a reason- 
ably clear expression of the accepted ac- 
counting convention, it is worth while 
considering what will be the effect upon 
our future practice. 





Depreciation Accounting 


In the first place the requirement that 
the process of allocation be systematic 
and rational imposes an obligation as to 
disclosure of deviations which is much 
more specific than we have been accus- 
tomed to. Regardless of the income tax 
regulations it seems to me that we must 
refuse to accept without comment vari- 
ations in the depreciation procedure for 
reasons of expediency. 

Statements such as have sometimes ap- 
peared in the past to the effect that de- 
preciation has been provided within the 
regulations of the income tax department 
are almost meaningless and beg the ques- 
tion. I suggest that as a minimum we 
may accept without comment any pro- 
cedure which represents the application 
of a so called “accepted method” but 
should insist on disclosure of substantial 
deviations from that method or of 
changes from one accepted method to an- 
other. 


With the almost universal use of the 
straight-line method in industrial account- 
ing, there will at the moment be no quar- 
rel with the suggestion that no comment 
is required where the company has fol- 
lowed one of the accepted methods. How- 
ever, with the choice of recognized 
methods and the extremely important dif- 
ferences which they hold as to the 
method and rate of amortization — dif- 
ferences which may have a profound ef- 
fect on both the balance sheet and in- 
come statement — the question is bound 
to arise as to whether or not disclosure of 
the method used is not desirable or even 
necessary. Certainly, disclosure of the 
depreciation method can be as important 
as a description of the inventory method. 


Alternative Methods 


While as we have noted, the straight 
line method is used by the great majority 
of industrial concerns, there are import- 
ant arguments in favour of other accepted 
methods. If the income tax influence is 
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to be removed this may be an appropri- 
ate time to reconsider the situation in in- 
dividual cases. In doing so we should 
have in mind such matters as the nature 
of the enterprise, its size and the quality 
of accounting skill at its disposal, the pro- 
portion of its fixed assets to total invest- 
ment and the turnover rate of such fixed 
assets. Also important are the degree 
to which technological changes are oc- 
curring in the industry, the probable fu- 
ture source of financing for extensions 
and replacements and a number of other 
factors which influence the long term fi- 
nancial pattern of the company. 

Before attempting to discuss the details 
of several of the accepted methods, I 
should point out the danger of judging 
a method with reference to its application 
to a single asset. Nearly all our text- 
books illustrate the various methods in 
this manner. In practice there are occa- 
sions, certainly, where single assets are 
dealt with, but if we are going to get to 
gtips with the subject we have to consider 
the practical difficulties which arise in the 
very common practice of grouping of as- 
sets in the accounts. The account, “ma- 
chinery and equipment”, for example, is 
often a group containing a large number 
of individual assets, acquired at different 
times and different costs and having 
widely different service lives; the group 
constantly changes through annual addi- 
tions and retirements: these annual 
changes follow no regular pattern nor is 
there ordinarily any expectation of a fixed 
relationship between additions and re- 
tirements even in a fully developed or 
mature enterprise. 

I think it follows that in any intelligent 
application of an accepted method to a 
group of assets, the first decision to be 
made is as to the method of reducing the 
asset value to manageable form for de- 
preciation purposes. It will not in most 
circumstances be suitable to simply ap- 
ply a fixed rate year by year to the gross 











178 





asset value: such a practice will, as you 
know, usually lead to a point where the 
depreciation for the year is limited to 
the additions of the year — in other 
words additions and fixed property will 
be written off as made. 


While a number of ways can be found 
to rationalize this problem, the simplest 
in many cases will be to view the addi- 
tions of each year as a separate group 
to be depreciated individually. 


Amortization Based on Use 


Coming back to the choice of accepted 
methods we find that the straight line 
and several other methods base their 
amortization on time: others base it on 
use or a combination of time and use. 
The principal exponent of the working 
hours, production or “user” method is 
the steel industry in the United States 
and it seems to me that from a theoretical 
point of view at least, this method is 
more logical and realistic than any am- 
ortization on a time basis alone. _ Its 
aim is to apportion the cost of fixed as- 
sets directly to the product thereof. If 
we view plant investment as an inven- 
tory of future usefulness, the user method 
applies the cost to production in exactly 
the same manner as withdrawals from in- 
ventories of raw materials and supplies. 
Theoretically, at least, it is the perfect 
method where useful life expires pre- 
dominantly by reason of physical ex- 
haustion. 


There are, however, some drawbacks: 
useful life in terms of the output of a 
group of assets is difficult to estimate: 
changes in assortment of the group plus 
changes in the price level render com- 
plicated the periodic adjustments of rate. 
For these reasons a broad application of 
the production or user method will only 
be advisable in larger corporations where 
qualified accounting and engineering 
personnel are available. 
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Amortization Based on Time 

Among those methods which base am- 
ortization on time alone the choice in 
each case should rest upon the considera- 
tions previously mentioned and several 
reasonably simple decisions. First, is the 
interest element to be taken into account? 
the annuity and sinking fund methods, 
both quite excellent in theory are avail- 
able. Is simplicity the prime considera- 
tion? if so the fixed percentage of cost 
methods are indicated. There is one 
other test, however, which should be 
made, namely the rapidity with which the 
expenditure is to be amortized. I re- 
fer, of course, to the widely varying re- 
sults produced by the straight line and 
fixed rate on reducing balance methods. 
On a 10 year amortization plan the 
straight line method at the end of 3 years 
will have amortized 30% of cost. On 
the reducing balance method (with a 
10% residual) the equivalent rate is ap- 
proximately 22% per annum and the 
cumulative amortization at the end of 3 
years will amount to slightly over 50% 
of original cost. If conservatism, which 
in the circumstances we deem to be gen- 
erally desirable, is the sole consideration 
there is no question as to the choice be- 
tween the straight line and reducing bal- 
ance method. From an economic point 
of view, particularly if the tax authorities 
will accept such a method, rapid amor- 
tization is highly desirable at the present 
time. What then, are the arguments 
against the reducing balance method and 
how good are they? 


As to simplicity first, there is not a 
great deal to choose between straight line 
and reducing balance methods: the rates 
may be a little more difficult to set on 
the latter basis because some residual 
balance must be anticipated, otherwise the 
write-off pattern can go on to infinity: 
but this, I suggest, is not a major point 
of difference between the two methods. 
Probably the most serious objection 











which can be raised to the reducing bal- 
ance method is the argument that the 
charge year by year does not bear a reas- 
onable relationship to the year-by-year 
value of the service rendered by the asset. 
While the method is consistent, is it ra- 
tional? I believe that, all things consid- 
ered, it meets the test; it should be point- 
ed out that while the pattern as applied 
to an individual asset or depreciation 
group is one of rapidly decelerating an- 
nual charges, a greater degree of overall 
consistency in amount will probably oc- 
cur when all the charges are added up 
to give total depreciation for the year. 


Practical Considerations 

There is something to be said at this 
time for not taking ourselves too serious- 
ly: the striving for perfection is fine up 
to a point — but what about the practical 
side. Our work was recently described 
in a leading article in The Economist in 
the following terms: 

“Accounting practice is a compromise 
between a logically based technique on 
the one hand and expediency on the 
other — with a certain bias towards ex- 
pediency by reason of the essentially 
practical purpose of the art.” 

We shall not unreservedly subscribe to 
this definition but it should remind us 
that the continued usefulness of our pro- 
fession to the community rests squarely 
upon our ability to be practical, at least 
in the sense of accommodating our pro- 
cedures to the changes which take place 
in the financial pattern of business. 


Charges to Reserves 

So far my remarks have been concerned 
almost exclusively with the setting up of 
the reserve. No matter what method is 
followed there is a well understood ac- 
counting procedure for reducing the re- 
serve in respect of assets retired and in 
respect of charges incurred in making 
good the physical depreciation for which 
the reserve was in part established. It 
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can be argued that this phase of depre- 
ciation accounting has received less than 
its share of attention. We can probably 
blame income tax in part but it does 
seem an obvious part of our responsibility 
to see that these phases of the procedure 
are properly carried out. 


Currency Devaluation 


In conclusion I should like to refer to 
the controversy which is developing as 
a result of the decreasing value of money. 
You are all familiar with the argument 
that to enable plant replacements and 
additions to be made, depreciation should 
readopt the valuation aspect and be writ- 
ten on the basis of reproduction value 
rather than original cost. 


The business community and its ac- 
counting advisers are being criticized for 
having provided insufficient depreciation 
during the war to finance the replacement 
(at post-war prices) of the machinery 
which was worn out in war manufacture. 
For instance, a recent article in The Econ- 
omist says in part “businessmen and ac- 
countants should have made their mental 
adjustments long ago and recognized that 
a business is a continuing thing from 
which no profit arises until the cost of 
keeping it going has been met in full.” 
The article in question argues that be- 
cause depreciation provisions have been 
inadequate, the income and excess profits 
taxes have actually claimed more than 
was truly earned during the war years. 
This criticism cannot be dismissed as 
being completely invalid, but I suggest 
that the blame should not be laid at the 
door of depreciation. The remedy which 
would have cured this problem is the al- 
lowance for tax purposes of a reserve 
for replacement, over and above the al- 
lowance of amortization of actual cost. 
I suggest that once we start mixing up 
depreciation with a provision to cover 
loss arising from currency devaluation, 
we shall end up with neither one nor the 
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other, which will render the problem 
completely unmanageable. 

If, within the four walls of the de- 
preciation structure we have built, any 
changes can be made which mitigate the 
difficulties arising from inflation, let us 
by all means make them. The most ob- 
vious one for our consideration is the 
wider adoption of the reducing balance 
method but it should be remembered 
that the benefits of its more rapid amorti- 
zation of cost will be fully realized only 


The Canadian Chartered Accountant, October 1948 


if income tax will permit deductions cal- 
culated on that basis. 

At the same time the plight of some 
of our industries which are currently hav- 
ing a desperate struggle to finance un- 
avoidable changes and additions to fixed 
property is sufficiently serious to warrant 
the most careful consideration of the 
whole problem of currency devaluation. 
But that, for the reasons stated, I prefer 
to view as beyond the scope of a paper 
on depreciation. 


EXAMINATION TIMETABLE ANNOUNCED 


The Board of Examiners-in-chief give notice that the regular 
examinations for 1948 of the Provincial Institutes of Chartered 
Accountants will be written during the week commencing Monday, 
November 8, 1948 and concluding Saturday, November 13, 1948 


according to the following schedule. 


The morning sessions will be from nine o'clock until one o'clock 
p-m., and the afternoon sessions from two o'clock to six o'clock. 


Monday, November 8 


Morning 
Afternoon 


Final Auditing | 
Intermediate Auditing | 


Tuesday, November 9 


Morning 
Afternoon 


Final Auditing II 
Intermediate Auditing II 


Wednesday, November 10 


Afternoon 


Final Accounting | 
Intermediate Accounting | 


Thursday, November 11 


Morning 
Afternoon 


Final Accounting II 
Intermediate Accounting II 


Friday, November 12 


Morning 


Final Accounting III 


Saturday, November 13 


Morning 


Final Accounting IV 





President’s Annual Report 


Retiring President, Thos. H. Moffet, F.C.A., Reports 
to 46th Annual Meeting on Activities of the Year. 


{ AM HAPPY to have the privilege of 
welcoming you to the 46th Annual 
Meeting of the Dominion Association of 
Chartered Accountants. We are particu- 
larly pleased to have with us the presi- 
dent of the American Institute of Ac- 
countants. Most of us have known Mr. 
Bailey as a contributor to the official or- 
gan of his Institute and we have known 
of him as a special lecturer on account- 
ing subjects. He is a very near neigh- 
bour, living just across the creek from 
Canada. Indeed his home city, Detroit, 
was once a part of Canada until someone 
started a rumpus. When the rumpus was 
over, the Canadian boundary was drawn 
on our side of the city where he lives. 
We are happy to have him visit us and 
take part in our meeting. 


We meet here as the guests of the In- 
stitute of Chartered Accountants of Sas- 
katchewan. The president of the Insti- 
tute, Mr. Vicars, as Chairman of the 
Committee on Arrangements, and his 
very efficient and smoothly working sub- 
committees have done an excellent job in 
organizing the facilities for the conduct 
of our business and for our entertain- 
ment. It is a pleasure to acknowledge 
their contribution to the success of the 


meeting and to the enjoyment of those 

who are attending. 

During the year that has closed the 
following twenty-eight members of the 
Association, having completed their ac- 
counts, have put away their books and 
lain down to rest. We are grateful to 
them for their services to their country, 
to their profession and to the several com- 
munities in which they lived. We hon- 
our them for the place they have won in 
the esteem and affection of their fellows. 
Alberta — A. J. FANSHAW (Man.), 

H. H. NAsH. 

British Columbia — F. J. Carter, A. C. 
CLAXTON, J. H. JACKSON, P. J. 
SALTER. 

Manitoba — ALEXANDER GRAY (Sask), 

ARTHUR M. KIELy, R. W. GILEs. 

New Brunswick — F. M. Leany (N.S.). 

Nova Scotia — G. A. LEVERMAN. 

Ontario — W. R. Morris, C. H. PEL- 
LING, J. J. CLARKE, N. B. BANKs. 

Quebec — LAURENT FILION, A. A. 
GrimarD, C. V. Hopper, A. W. 
KNOWLES, J. ERNEST PARADIS, C, 
A. PATERSON, HARRY RIEPERT, F. 
W. SHarp, V. F. WILKINSON. 

Saskatchewan — W. H. Brices, S. G. 
THORNE, W. J. WESTON, V. J. 
FERGUSON. 
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Mid-Year Meeting 


This year, the executive committee 
departed from the historic custom of 
holding the mid-year meeting in the of- 
fice of the Association in Toronto. On 
the invitation of the Institute of the 
Province of Quebec we met in Quebec 
City. We were most delightfully enter- 
tained by our kind friends there. The 
local members tendered a dinner in the 
evening where I had the opportunity to 
welcome into membership of the Do- 
minion Association the large number who 
united with us as a result of the recent 
legislation in that province. Our meet- 
ing continued in the City of Montreal 
on the first of April and that evening we 
had the pleasure of attending the annual 
dinner of the Provincial Institute, and I 
was permitted to speak to the members. 
It is our belief that our excursion into the 
Province of Quebec was not without 
beneficial effect. Certainly it was very 
much enjoyed by the members of the 
Executive Committee. 

The following day I met the members 
of the Chartered Accountants Club in the 
City of Ottawa. Along with the Vice- 
President, Mr. Howson, I attended a din- 
ner at the Chateau Laurier in the evening 
and reported to the members on the de- 
velopments and transactions since the 
previous Annual Meeting. They have 
a large and active membership and we 
were honoured by an almost full attend- 
ance. 

The Institute of the Province of Al- 
berta very kindly invited me to attend 
their Annual Meeting in Edmonton on 
June 18 and accorded me the privilege of 
sitting in and observing their very inter- 
esting proceedings and of speaking to 
them for a few minutes. I am happy 
to record my appreciation of their gra- 
cious hospitality. 


American Institute Meeting 
With Mr King, I attended the Sixtieth 


The Canadian Chartered Accountant, October 1948 


Annual Meeting of the American Insti- 
tute of Accountants, held at Miami 
Beach, in a setting that taxes whatever 
faculty of the mind distinguishes between 
the real and the fanciful. While I dili- 
gently devoted my attention to enjoying 
the many forms of entertainment and 
hospitality, Mr. King quite as diligently 
applied himself to the acquisition of 
whatever information might be of service 
to you in the discharge of his duties as 
Secretary and Director of Research. I 
took advantage of the opportunity as your 
representative to express our appreciation 
and deep gratitude for the many favours 
through the years that have been extended 
to this Association by the American In- 
stitute. 


Office Staff 


You will remember that about two 
years ago we employed Mr. King as Sec- 
retary of the Association, as Research Di- 


rector, and generally in charge of the 


business activities. We then immedi- 
ately loaded him with a mass of detail 
that made it impossible for him to per- 
form more than a part of the functions 
we had in mind for him. Following your 
instructions given at Vancouver, we em- 
ployed Mr. Pierce as assistant to Mr. 
King, and, under his direction, in charge 
of the magazine We have brought Mr. 
Pierce to this meeting, chiefly for two 
reasons, that you and he may become ac- 
quainted and that he may become fa- 
miliar with what takes place at an An- 
nual Meeting. In future he may be asked 
to relieve Mr. King of much of the work 
of arranging such meetings. In his work 
on the magazine and in his other activi- 
ties, his legal training, and the special ex- 
perience he had as editor of literature on 
taxation, will be particularly useful 


Also, we have employed a Chartered 
Accountant, Mrs. Donnelly, who, among 
other activties, is assisting in connection 
with the examinations and with the work 











of the Board of Examiners-in-Chief. 
While it is not intended that Mr. King 
will get entirely out from under the var- 
ious responsibilities he has carried, it is 
planned that, by relieving him of some 
of the detail in certain lines of work, he 
will have more time for other work such 
as reasearch and public relations. 


Financial Statement 

The statement of the association’s af- 
fairs as expected, shows a deficit on cur- 
rent operations You will remember that 
at the 1947 meeting you authorized an 
expansion in the services of the Associa- 
tion and deferred for one year the provi- 
sion of revenue to meet the added ex- 
penditure. I commend the statement to 
your careful consideration and assure you 
that the Treasurer will be pleased to fur- 
nish any information you may require in 
connection with it. 


Committees 

Always, a large part of the achieve- 
ment of the Association is the work of 
the committees. The members of the 
committees are among the busiest of the 
profession and their loyal and valued 
services have not been rendered without 
loss to themselves On your behalf, I ex- 
tend to all of them the gratitude and ap- 
preciation of the Association. 


Accounting and Auditing Research 
Committee 

You will recall that at the 1947 meet- 
ing Mr. J. R. H. Wilson was appointed 
Chairman of this committee, succeeding 
Mr. McDonald, who had retired from 
that position With him was associated, 
of course, Mr. King as Secretary and 
Director of Research 


The Committee has published a revis- 
ion of the ‘Preface to Bulletins” to make 
absolutely clear that the Bulletins did not 
provide any substitute for the exercise of 
professional judgment in the determina- 
tion of what constitutes truthful presenta- 
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tion in a particular case. This was to 
remove some misunderstanding that fol- 
lowed the issue of the preface the prev- 
ious year. 


A third Bulletin was issued in June— 
“The Accounting Treatment of Income 
Taxes in some Special Circumstances”. 
A number of additional projects are un- 
der examination, including ‘The Ac- 
counting Principles applicable to the De- 
termination of Income’. Additional 
Bulletins will be issued from time to time 
as need arises and the time is opportune. 


Several Sub-committees under the 
chairmanship of different members of the 
Committee were appointed to meet with 
other groups so as to convey to them 
some idea of the work of the Committee 
and to obtain their reaction to problems 
of interest to the Committee. 

Of particular interest to the members 
is the endorsation of Bulletin No. 1 by 
the Investment Dealers Association of 
Canada and by the Stock Exchanges of 
Toronto and Vancouver. The latter have 
circulated copies to the companies whose 
securities are listed and recommended a 
comparison of the standards therein set 
forth and their own financial statements. 
The Montreal Exchange is considering 
the bulletin with a view to similar endor- 
sation and circulation. ‘These endorsa- 
tions result from conferences in which 
members of the Committee have partici- 
pated. 

Meetings also have taken place with 
groups of financial writers and analysts 
for the purpose of reaching common 
ground in the understanding of certain 
terms used in financial statements and 
reports 

Ten years ago the Association publish- 
ed a dictionary of terms as used in Ac- 
countants’ statements and in financial 


reports. This now is out of print and 
there is a continuing demand for copies. 
To meet this situation, the Committee 


184 


has been asked to prepare a revised dic- 
tionary of ‘Accounting Terminology for 
Canadian Practice’, setting out not only 
the meanings of various accounting terms 
as used in Canada but, where possible, 
showing any variations in practice in 
England and in the United States. The 
Committee recognizes the great import- 
ance of this work and plans to produce 
something authoritative and useful. 


Committee on Examinations and 
Education 


We are grateful to Lieut.-Col. Seymour 
for accepting the chairmanship of this 
committee, succeeding Mr. Howson. The 
report of the Examiners-in-Chief shows 
in the Intermediate examination 71% of 
the candidates passed, as compared with 
67% for the previous seven years. In 
the Final Examination 37.3% of the can- 
didates passed as compared with 35% for 
the previous seven years. While this is 
a slight improvement, I suggest that it 
still is a proper subject for serious con- 
cern. 

Mr. Geoffrey Herbert Ward won the 
highest standing in Canada in the 1947 
Final examination and at the mid-year 
Dinner of the Ontario Institute Mr. How- 
son presented him with the Gold Medal 
awarded by the Dominion Association. 
Mr. Ward, as you have noted, provided a 
very useful and interesting article for the 
July issue of the magazine. We hope 
that his worthy example will be followed 
by other new members of the Association. 
Mr. Ward is present at this meeting and 
at noon today received at the hand of 
Col. Seymour a suitable special certificate. 
Mr. Dawson Arnold Kaake at the mid- 
year Dinner of the Ontario Institute re- 
ceived the silver medal which you award 
to the candidate attaining the second 
highest standing. Mr. Sydney J. Down 
of Manitoba received the silver medal 
awarded to the candidate attaining the 
highest standing in the Intermediate Ex- 
amination, this being presented to him at 
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the Manitoba Institute dinner in May. 

Attention is called to the advance in 
the date for the examinations in 1948 
to the week of November 8 to 13. 
Provincial Institutes which may not have 
done so should see that candidates are 
informed of this change. 

The Committee, with the concurrence 
of the Executive Committee, has decided 
that the medals in the uniform examina- 
tions should be awarded only to candi- 
dates writing the full examination and 
for the first time. 

The examination papers for 1948 have 
been prepared under the direct super- 
vision of the Board of Examiners-in- 
Chief. They have worked out a system 
of selecting questions that should provide 
better balanced tests than has been pos- 
sible in previous years. 

The sub-committee completed its very 
excellent report on ‘Personnel Selection” 
and this morning at the General Session 
Mr. Carter and Mr. King introduced and 
outlined the program recommended and 
you have had the opportunity to discuss 
it. 

The Council has instructed the Exe- 
cutive to conduct an enquiry to ascertain 
to what extent the provincial institutes 
will be able to carry out their part of the 
recommended programme and to take ap- 
propriate action on the basis of replies 
they receive. 


Committee on Legislation 

This Committee under the able chair- 
manship of Mr. Gates gave its attention 
chiefly to the proposed new Income Tax 
Act—Bill No. 454. With the help of 
the provincial Institutes the Committee 
produced a report of outstanding merit 
and a credit to the Association. It was 
published in the magazine after submis- 
sion to the Minister. The Association 
did what it could to give the widest pos- 
sible circulation to the information con- 
tained in the report in order to achieve 
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the purpose of the Minister when he 
asked that the study be made. Comments 
on the report were general and favour- 
able. Unfortunately few of the recom- 
mendations contained in the report have 
been reflected in the new Act. You have 
read the story in the editorial in the July 
Chartered Accountant. Apparently the 
new Income Tax Act was passed with as 
little thought and examination as if par- 
liament were appointing a poundkeeper. 
It is the intention of the Committee to 
make careful study of the new Act with 
a view to making further recommenda- 
tions as deemed advisable. 

During last session of Parliament the 
Senate passed a new Bankruptcy Act. The 
bill will come before the Commons dur- 
ing the next session. Provincial commit- 
tees have been asked to study the Bill 
and forward their recommendations to 
the Legislative Committee of the Asso- 
ciation. 


We are grateful to the members of the 
Committee for their excellent work on 
the Bill 454. 


Committee on Code of Ethics 

The appointment of this committee to 
study existing Codes of Ethics and to 
recommend a uniform Code of Ethics 
for adoption by the Provincial Institutes 
was in response to direction from the 
meeting of 1947. We secured the ser- 
vices of Mr. A. Ballantyne as Chairman 
and a member from each of the Insti- 
tutes. A draft Code of Ethics was pre- 
pared for submission to the Council at 
this Annual Meeting and it was directed 
that this be passed to the Institutes for 
their consideration. 


Committee on Magazine and 
Publications 
An analysis of the subscriptions shows 
that while there were substantial increases 
among the members and students there 
was a small reduction in the number of 
general subscriptions. Careful consider- 


ation was given to the question of pub- 
lishing a tax news service, as distinct 
from a tax service. It has been decided 
for the present to publish tax news and 
comment now appearing in the Tax De- 
partment of the magazine along with the 
income tax decisions and directives 
now going out periodically in loose leaf 
form, all as a monthly supplement to the 
magazine, stapled separately. When this 
has been tried for a suitable time, an en- 
quiry will be made to ascertain whether 
the readers wish this continued or not. 
Public Relations 

Members of the profession throughout 
Canada were shocked last March when 
reading in Maclean’s Magazine an article 
on Tax Evasions and Tax Frauds report- 
ing that a Chartered Accountant in the 
City of Montreal had provided his clients 
with bogus receipts showing contributions 
to a church on the east side of the city, 
in order that his clients might claim ex- 
emptions from taxation. Immediately 
the Institutes of the Provinces of Alberta 
and Quebec asked for particulars. The 
publishers declined to give the name of 
the offender or the name of their inform- 
ant but insisted that they had carefully 
investigated and were confident of the 
accuracy of their information. The As- 
sociation office in Toronto also took the 
matter up with the publishers with no 
more satisfactory result. Also inquiries 
were made through the office of the Min- 
ister of National Revenue. That office 
had no knowledge of any such tax evas- 
ion in which a Chartered Accountant was 
an accessory. 

Later the publishers were informed 
and satisfied themselves that the person 
referred to was not a member of an In- 
stitute of Chartered Accountants. They 
acknowledged their error in their own 
publication and in letters to all concerned. 
As usual in such cases more people read 
the original allegation of dishonest con- 
duct than read the withdrawal. 
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I preface my remarks on Public Rela- 
tions with a recital of this incident be- 
cause it illustrates the confusion that can 
result from a general lack of information 
regarding Chartered Accountants, who 
they are, what they do, the standards of 
training, of efficiency and conduct estab- 
lished and maintained. While we have 
carefully avoided and objected to every 
form of publicity, the various kinds of 
so called experts and specialists have 
zealously cried their wares. Is it any 
wonder that unknowing persons some- 
times link our members with the acts of 
others, to our disparagement ? 

At the 1947 meeting you instructed 
us to appoint a committee to study the 
whole question of Public Relations and 
submit a report with such recommenda- 
tions as their study might indicate are 
appropriate. We succeeded in obtaining 
as Chairman of the Committee, Mr. Geo. 
Keeping, of Montreal and he secured his 
associates from the several Institutes. 
They have prepared their report for the 
present meeting. 


The Committee recognized that the 
relations of the profession with the pub- 
lic rest with the individual members 
who by their conduct and their skill 
create the foundation of good public re- 
lations. A good Public Relations pro- 
gtamme must be viewed merely as a 
method of assisting in expanding good 
relations which already exist. The objects 
of a programme would be to assist in 
achieving a wider public understanding 
of the functions and responsibilities of 
the public accounting profession. A 
programme should be conducted in such 
a manner as not to prejudice the dignity 
of the profession. There are three fields 
of activity in the promotion of good re- 
lations with the public. The most im- 
portant and effective lies with the indi- 
vidual members in their maintenance of 
the highest standards of conduct and 
skill in the exercise of the profession. 
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The second belongs to the provincial in- 
stitutes which by programmes of their 
own can do much to foster good public 
relations in their own provinces. The 
third field is that open to the Dominion 
Association which should embrace meas- 
ures calculated to assist provincial in- 
stitutes and individual members in their 
respective fields. 

Your committee sets out six activities 
in which the Dominion Association may 
engage actively. I quote only part of the 
last of them, namely: “Educating the 
members to the fact that the relations 
of the profession with the public are 
fundamentally based on the relations of 
the individual member with his client 
and the other members of the public with 
whom he comes in contact.” 

The Committee then sets out a series 
of recommendations as follows: 

That a public information committee 
be appointed as a standing committee of 
the Dominion Association linked with 
a full-time employee of the Association 
as “Public Information Director’, on 
which committee the Editorial Committee 
should be represented. That the Public 
Information Committee be invited to 
send a representative to meetings of all 
technical committees and be charged with 
carrying out the following activities: 

(a) Publicity for Dominion Association 
Meetings. 

(b) Publicity for reports of Dominion 
Committees. 

(c) Publication of Dominion Committee 
reports of a technical nature. 

(d) Institutional Advertising. 

(e) Educational Publicity in Universi- 
ties and Schools. 

(f) Counteraction to adverse publicity. 

(g) Education of members regarding the 
role they play in the public relations 
of the profession. 

(h) Guidance and Assistance to Provin- 
cial Institutes. 

These several recommendations are ex- 
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plained in the report. These explana- 
tions are too long to quote here, too 
valuable to omit and too meaty to be con- 
densed. I know that you will want to 
study them carefully when they appear 
in the Year Book. 

The report was accepted by Council 
and referred to the Executive Committee 
for the implementation of the excellent 
recommendations so far as that may be 
done without materially increased ex- 


pense. 
International Cooperation 

Growing out of a suggestion made by 
the visiting British delegate to the 1946 
Annual Meeting of the American Insti- 
tute of Accountants we were invited to 
send representatives to New York to 
meet representatives from the United 
States and from Great Britain to lay 
plans for the development of such meas- 
ure of cooperation among the profession- 
al accounting bodies of the three coun- 


tries as might be found possible. I asked 
Mr. Howson, Mr. J. R. M. Wilson and 
Mr. King to represent the Dominion As- 


sociation. The unsettled conditions in 
Great Britain and the fact that they are 
trying out the working of a new Act 
regulating their practice accounts for the 
failure to achieve at this meeting the re- 
sults which the original suggestion led 
the people in Canada and in the United 
States to hope for. However, our repre- 
sentation at the conference was not with- 
out some beneficial results. 

Following the Mid-year meeting we 
informed the other bodies that having 
reviewed the situation in connection with 
international co-operation we intended 
when the time appeared opportune to ex- 
tend an invitation to the associations to 
send representatives to a meeting to be 
held in Canada, and that in our opinion 
some positive steps should be undertaken 
for the clarification of Accounting Term- 
inology, even though such work would 
have to be carried on by correspondence. 
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The President, the Secretary and a 
member of the Council of the Institute 
of Chartered Accountants in England and 
Wales and like officers of the Society of 
Incorporated Accountants and Auditors 
are to attend the Annual Meeting of the 
American Institute of Accountants in 
Chicago next month. We regret that it 
will not be possible for them to remain 
long enough to attend a conference in 
Canada. Through the kind offices of the 
American Institute a round table confer- 
ence has been arranged at that time and 
the Executive Committee has requested 
Mr. A. E. Beauvais to attend as a repre- 
sentative of the D.A.C.A. in addition to 
Mr. Howson and the Secretary. 


International Congress of 
Accounting 


In the period between the two world 
wars there were conferences of accounting 
bodies held in Montreal, in New York, 
in London and in Berlin. In 1947 the 
French accountants initiated a movement 
to revive the organization conducting 
these conferences and arranged a meeting 
to be held in Paris in May of this year. 
We were invited to join and to send 
representatives. We found that Mr. A. 
Emile Beauvais was to be in Paris at 
about the time the conference was to be 
held. We asked him to attend as our 
representative and voted a small sum as a 
contribution to his expenses. We were 
most fortunate in this representation. He 
had long conferences with British and 
American representatives and was able to 
bring about some measure of understand- 
ing of the difficulties faced by the Euro- 
pean bodies of accountants. Admittedly 
their training and standards of qualifica- 
tions are below those of accountants in 
Great Britain, in Canada and in the 
United States and they are looking eager- 
ly for help and guidance in raising those 
standards. On behalf of the representa- 
tives of all three English speaking coun- 
tries, Mr. Beauvais made important con- 





tributions to the discussion and again in 
the closing session was spokesman for all 
three countries. Your executive has auth- 
orized supplying to the French organiza- 
tion that sponsored the conference copies 
of our various publications. It is our de- 
sire to render any assistance we can. I 
feel sure that you will join with me in 
appreciation of the part played by our 
representative, Mr. Beauvais. 


Reciprocity With English Institute 


It occurred to your Executive that now, 
when the laws are being changed in Great 
Britain regarding the accounting profes- 
sion, is a good time to press for full 
reciprocal arrangements with the Institute 
of Chartered Accountants in England and 
Wales. Here, we have a very interesting 
situation. The English Institute would 


like for its members when in Canada the 
privilege of using the designation ““Char- 
tered Accountant” and of practising as 
such in Canada by virtue of their mem- 


bership of their home institute. 


We should like for our members when 
in Great Britain the right to affiliate with 
the Institute of Chartered Accountants in 
England and Wales, so that unhampered 
they might take their full part in the 
accounting profession. The English law 
will permit our members to practise there 
as members of our own institutes and to 
designate themselves as Chartered Ac- 
countants with the addition of the name 
of the province under which they hold 
qualifications. We grant to members of 
the English Institute when residing in 
Canada the right to affiliate with the pro- 
vincial institutes and to practice here as 
Chartered Accountants by virtue of that 
affiliation. Here we have an excellent 
example of people practising the golden 
tule perfectly with no one satisfied with 
the result. Some Institutes may feel dis- 
posed to consider suspending the Institute 
of Chartered Accountants in England and 
Wales from the list of “Registered Socie- 
ties”. I recommend the exercise of pa- 
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tience. Precipitate action would still 
further complicate the situation in con- 
nection with interprovincial reciprocity, 
a matter in which we have a much more 
practical interest. At the same time we 
may state our belief that where, in the 
exercise of their profession, accountants 
leave the jurisdiction of the institute 
through which they have qualified, they 
should be prepared and willing to enter 
fully into the life of the place of their 
adoption and to assume their full share 
of responsibility for the development of 
the profession of accounting there. We 
long ago took the first step in such meas- 
ure of reciprocal admission as now exists 
and it seems not unreasonable to suggest 
that our friends overseas take the next 
step. 
Provincial Reciprocity 

The Council on September 9, 1947 in- 
structed the Executive to study the varia- 
tions in reciprocity arrangements as 
between the various institutes with a view 
to recommending uniform treatment by 
all institutes. We find that the arrange- 
ments on the whole are fairly uniform. 
Each of the provinces admits to affilia- 
tion from other provinces members who 
have performed the pre-admission service 
required in their own Institute and passed 
an admission examination to their own. 

However, in nearly all institutes there 
are members in good standing who have 
been admitted without the performance 
of service now required for admission and 
in some cases members who have been 
admitted without the Final Examination 
now generally required. The number of 
such members who may wish to migrate 
to another province or to practise in an- 
other province is likely to be very small 
indeed. Here again, the question is more 
one of speculative wish than practical 
desire. 

The matter has been referred to Mr. 
Hayes, who in conjunction with the 
President will appoint a Committee to 
study the matter. 
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I AM VERY GLAD to be here today to 
carry on the custom — I almost said 
tradition — of exchanging visits of the 
presidents of our respective national so- 
cieties at the time of the annual meeting. 
It is a great privilege to be able to come 
to your meeting, just as it is always a 
happy occasion to welcome your president 
at our meetings. 

This exchange of visits is more than 
a pleasure — it constitutes an opportunity 
for each of us to exchange ideas and to 
keep abreast of current developments in 
the other’s country. And we need to keep 
in touch with each other. For both of 
us our accounting springs from a com- 
mon origin. Each of us have had to de- 
velop in accordance with the business and 
social needs of our own country, and, 
even more, in accordance with regulatory 
legislation passed for the needs of our 
particular society. But while we differ 
in many surface respects, at the bottom 
we have the same two basic needs which 
we must serve: one, an uncompromising 
independence in our reporting, and the 
second, an increasing usefulness in our 
reports. So it is well that we have the 
chance each year to discuss the year’s de- 
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By George D. Bailey, C.P.A. 
(President of the American Institute 
of Accountants, 1947-48) 


velopments, even at the risk of a little 
boredom which can come from an over- 
lapping of one year’s report upon that 
of the preceding year. 

So today I am going to talk about 
some of our problems in the United 
States as a profession, knowing that they 
are not your problems ‘but suspecting that 
you may have related problems or may 
be building up to the same ones. The 
accounting profession has been growing 
so fast in numbers and in public accept- 
ance that it has importance to our na- 
tional society in 1948 considerably greater 
than in prior years. It is not too much 
to say, I think, that the public has sud- 
denly recognized the accounting profes- 
sion as mature and responsible and as 
being an important element in that so- 
ciety. As a result of this recognition, 
demands are being made upon the profes- 
sion, and attacks are being made upon 
its position. These, together with the 
activities within the profession to meet 
the new demands, are creating stresses 
and strains which are giving rise to many 
current problems and placing new re- 
sponsibilities upon the profession. 

Ours is no longer a small profession. 
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The American Institute of Accountants 
itself has almost 12,000 members, as 
against some 4,000 in 1936. The 
magazine of the Institute, The Journal 
of Accountancy, has more than 50,000 
subscribers and, of course, an even great- 
er number of readers. The State socie- 
ties of certified accountants have grown 
substantially in membership. The In- 
stitute and the State societies, in their 
respective fields, and very often jointly, 
are recognized as the spokesmen for the 
accounting profession. In speaking on 
behalf of the profession, the Institute and 
the State societies have been singularly 
independent in their point of view, and 
their representatives have made public 
appearances more often in the public in- 
terest than in their own. This has been 


true to such an extent that utterances 
of the accounting profession are consid- 
ered authoritative—as the views of ex- 
perts whose opinion must be carefully 


considered. Generally speaking, an inde- 
pendence has run through the relation 
of the accounting profession with the 
public, somewhat comparable to the in- 
dependence exercised by auditors in the 
execution of financial reports. 


The more experience I have with ac- 
countancy as a nation-wide profession, 
the more I am convinced that the essence 
of its standing is in its independence. 
It must always be able to speak impar- 
tially and objectively; and when it speaks 
for itself it must be careful to do so 
consistent with the national good. 


At the same time there is some evi- 
dence that the public can expect too much 
of accountants. Every once in a while 
there are suggestions, of which one made 
recently by Ralph Hendershot, Financial 
Editor of The New York World Tele- 
gram, is representative. Mr. Hendershot 
suggested that Congressional commit- 
tees, for instance, might call in account- 
ants as experts when they want to know 
something about the hard facts of busi- 
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ness life. I think it is true that the ex- 
perienced accountant does have an under- 
standing of the way business is done, 
and the implications of business figures, 
that can be used much more than it has 
been. But I am afraid that Mr. Hender- 
shot may be taking the accountants into 
an impossible area when he suggests that 
accountants can testify as to whether 
prices being charged the consumer are 
reasonable. Nevertheless, I hope it is 
indicative of the growing position of the 
accounting profession to have a man such 
as Mr. Hendershot even suggest the use 
of independent accountants in a field re- 
quiring much more than mere account- 
ing knowledge. 

The increase in stature and responsi- 
bility of the profession is gratifying. But 
it has also brought new problems, and 
aggravated old ones. I should like to 
discuss some of these specifically. 


There is a charge that the profession is 
exclusive to the point of being monop- 
olistic. 

There are constant efforts in various 
State legislatures to lower CPA standards. 

Some lawyers are trying to restrict the 
rights of CPAs in tax practice. 

There is a lack of public knowledge 
and understanding of what a CPA is and 
what he does. 

There are differences within the pro- 
fession about auditing standards and ac- 
counting principles, particularly in rela- 
tion to the effects of inflation on business 
profits. 

There is widespread ignorance of the 
nature and function of corporation in- 
come. 

These are problems which deserve ex- 
amination in some detail. 


Charges of Monopoly 
The growing reputation of the account- 
ing profession and, in a way, its increas- 
ing attractiveness, have given rise to a 
series of challenges that there are un- 
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warranted special privileges which go 
with the term Certified Public Account- 
ant. Claims are made that the difficulty 
in passing CPA examinations or in meet- 
ing the educational and experience re- 
quirements are so great as to create a 
small but favored class. Statistics show- 
ing the percentage who pass the examin- 
ations are cited as evidence that the re- 
quirements are much too high and that 
public need does not require, from the 
accounting profession, standards which 
keep out such a large proportion of the 
men who wish to practice in it. 


At the same time, there has been a 
tendency to increase the educational re- 
quirements, and it is claimed in many 
quarters that it is not only too hard to 
pass the examinations but also much too 
hard to get the right to take them. 


The accounting examinations do look 
hard to many people, but the greatest 
difficulty with respect to the examina- 
tions is in the field of auditing and ac- 
counting practice. Men of reasonable 
education and experience do seem able to 
pass the examinations if they put their 
minds to it, even though they may not be 
able to do so the first time. It has been 
the experience of the Institute over the 
years that the difficulty is not really in 
the examinations or in the requirements 
to sit for them, but in the fact that so 
many of the applicants are just not ade- 
quately prepared either by education or 
experience or intelligence. The plain 
fact is that accountancy is a tough pro- 
fession which requires a high degree of 
ability, industry, and intelligence for its 
satisfactory practice; and that is the reas- 
on there is such a large percentage of 
failures to pass. In spite of it all, the 
profession is growing and will grow a 
great deal in the next few years, if the 
present enthusiasm among students in 
colleges is any indication. 


I am sure it is correct to say that the 
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profession in the United States has no 
monopolistic point of view. The need 
for highly trained, competent accountants 
is so great that the profession itself is 
trying to increase its membership rather 
than to keep it on a restricted basis. 


Regulatory Legislation 


In our country, the practice of public 
accounting is regulated by the individual 
states. Regulatory laws differ, and I think 
regulatory needs differ. 


All through the country there is a 
growing group of people who are mak- 
ing a living out of bookkeeping for the 
public. Some of this work approaches 
very closely the work of some certified 
public accountants. There is no large 
gap between the work of some of the 
non-certified bookkeepers or accountants 
and some activities of certified public ac- 
countants. So there is a considerable 
movement to change the relationship be- 
tween the certified public accountant. and 
the non-certified accountant. In some 
States this has taken the form of register- 
ing and regulating the non-certified ac- 
countant. 


We haven't found the answer to the 
relationship between the CPA’s and the 
non-certified accountants. The contro- 
versy seems to be increasingly acute ‘as 
the number of public or pseudo-public 
accountants and bookkeepers increases. 
The ultimate objective to be served by 
any legislation is not to build a monop- 
olistic fence around the profession but 
to limit the use of the title “Public Ac- 
countant” and the certification of finan- 
cial statements on which the public may 
rely to persons who will be subject to 
disciplinary control and who will demon- 
strate their qualifications by passing ade- 
quate examinations. 


Lawyers 
There has lately been an increasing 
attack upon the practice of certified pub- 
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lic accountants by some lawyers or even, 
let us say, by the organized associations 
of lawyers, both national and local. For 
a long time this was rather sub rosa and 
informal, but lately it has become posi- 
tive, open, and serious. For a time it 
was thought that the Institute and the 
States societies could work with the 
lawyers in such a way as to avoid inad- 
vertent practice of one profession by 
members of the other and thus by self- 
discipline in both areas remove the 
dangers of conflict. That just did not 
work, because what the lawyers apparent- 
ly want is a restriction of the rights of 
accountants to deal with tax matters. 

From the very beginning there has 
been an area of taxation that involved 
both accounting and law, but it was law 
in the sense of dealing with a specific 
tax law which had as its core the matter 
of accounting. The accountants, because 
of their training, took over the making 
of returns and it was natural that they 
should take on the controversies in con- 
nection with tax returns. 

Now the lawyers are asking that there 
be restrictions upon the rights of account- 
ants to practice in this field of tax law. 
In New York State there is now a very 
important case involving the right of ac- 
countants to advise on tax law as distinct 
from tax figures, income determination, 
and so forth. The lower court decision 
was completely favorable to the account- 
ants, the next court gave a partial re- 
versal which definitely takes away some 
rights from the accountants, and what 
the court of final appeal will do no one 
can say. This law suit is sponsored by a 
bar association in New York and must be 
taken as indicative of the policy of many 
of the bar associations, There are evi- 
dences of similar activity in other States. 

In addition, the Committee on the Un- 
authorized Practice of Law of the Amer- 
ican Bar Association has been advocating 
legislation in our Congress that would 





make it much more difficult for account- 
ants to practice before our federal bureaus 
and agencies, of which we have a great 
many, and before which, generally speak- 
ing, certified public accountants have 
been welcome practitioners. The public 
accounting profession has opposed this 
legislation. The Institute believes that 
the legislation proposed, as it affects ac- 
countants, is completely unnecessary, but 
it is apparent that there is a very real 
demand in Congress that some legislation 
be passed to regulate practice before fed- 
eral agencies. The public accounting 
profession was very active before Con- 
gressional committees and with members 
of our Congress in opposition to this 
legislation. It was gratifying that Con- 
gress adjourned without taking any action 
so that the legislative procedure will have 
to be started all over again, a prospect 
which we hope is quite discouraging in 
view of the fate of the activity this past 
year. In addition to those two, there 
was legislation before Congress this year 
which affected the rights of accountants 
to practice before our Tax Court, a right 
which accountants have had, either be- 
fore the Court or its predecessors, since 
there has been tax legislation. This, 
again, was sponsored by the Committee 
on the Unauthorized Practice of Law of 
the American Bar Association, and it was 
difficult for us to deal with. However, 
we presented our point of view so suc- 
cessfully that that part of the legislation 
was dropped. 

All of this is serious. It comes about, 
however, from the natural cause that the 
profession is growing in importance and 
size and b~cause it appears to be a pros- 
perous profession. If the accountants are 
to continue to meet these attacks then the 
profession in its practice of accounting 
must be careful to do its work so im- 
partially, so soundly, and so intelligently 
that it does not leave itself unnecessarily 
vulnerable to such attacks. 
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Public Relations 


Our Institute is undertaking a rather 
ambitious program in the field of what 
we call public relations. In case that 
term may have a different meaning here 
than it has in the States, I will go on to 
say that what we mean is to see that 
public accounting and public accountants 
are understood in our society for what 
they truly are. We were not attempting 
to sell the services of accountants to those 
who ought to be using them. What we 
do hope to do is to improve the under- 
standing of accountants by the general 
public and thus perhaps to provide a bet- 
ter understanding of the advantages and 
limitations of accounting, auditing, and 
accountants’ certificates. 


There have been a good many public 
opinion polls taken in our country in re- 
cent years, a number of them on the sub- 
ject of accountants and accounting; and 
the results of these polls have not been 
very satisfactory to us accountants because 
they have shown that there is a lack of 
knowledge of just what the public has a 
right to expect from accountants and a 
lack of knowledge about the problems of 
financial reporting, and sometimes even 
some criticism of the integrity or inde- 
pendence of accountants. Good public 
relations, of course, consists of dealing 
with facts and seizing upon any activi- 
ties that are interesting to the public in 
order that they may be used to show what 
accountants are doing. We are fully 
alert to the fact that the accounting pro- 
fession must not be overstated or its work 
overemphasized. What we do want to 
do is to see that the public understands 
us for what we are. Accounting reaches 
so deeply into the fabric of our entire 
society, particularly into the fabric of our 
capitalistic system, that it is important 
that accounting not be misunderstood. 
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Auditing 


The Institute has been stressing from 
year to year the necessity of a single stan- 
dard of performance by all certified pub- 
lic accountants. It has advocated and 
propounded certain standards of audit- 
ing procedure. It would seem unneces- 
Sary to argue the point that auditing 
standards ought to be the same for all 
classes of work. 


And yet argument persists, and per- 
sists, in my opinion, more widely than 
is generally recognized, to the effect that 
the auditing standards as promulgated are 
all right for large firms and large clients 
but are too severe and too exacting for 
small firms and small clients. To such 
an extent is this true that many bankers 
want specific assurance from accountants 
as to the procedures followed in exam- 
inations. (I have had it said to me 
many times by bankers that the standard 
certificate is all right in connection with 
those public accounting firms, large or 
small, which are well known to them, 
but that it is not satisfactory in other 
cases, because of the deliberate disregard 
of such auditing standards by some of the 
smaller accountants.) 


One of the worst things that could 
happen to the accounting profession 
would be to have the auditors’ certificate 
have a two-class meaning — one for 
large firms and one for small ones. 


Nor has it been particularly satisfac- 
tory to give a long form of report which 
spelled out certain procedures as having 
been followed, but gave no indiction that 
all usual procedures were followed. In 
such cases it was incumbent upon the 
reader to decide whether the specific pro- 
cedures did constitute an adequate exam- 
ination. This situation was aggravated 
by cases in which procedures were stated 
without any concluding summary or cer- 
tification. 
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This problem has long been recognized 
but it took a crusade on the part of a 
small accountant in the Midwest to 
arouse the profession, and as a result 
the Institute Committee on Auditing Pro- 
cedure issued its Statement No. 23 in De- 
cember, 1947. 

The committee took the position, in 
effect, that there should be a concluding 
paragraph either expressing an opinion 
or stating why an opinion could not be 
expressed. This statement is related to 
Extensions to Auditing Procedure which 
was approved by the membership of the 
Institute in 1939. Therefore it seemed 
wise to have the new statement in the 
same field also approved by the member- 
ship of the Institute at an annual meet- 
ing. The statement as submitted, there- 
fore, is the opinion of the committee, 
with all of the authority which that fine 
committee commands, but it is tentative 
pending membership action. The Insti- 
tute Council has voted to submit this 
question to the membership in 1949, to 
allow ample time for education and dis- 
cussion within the profession. I am not 
going to argue the statement at this time, 
but I regard its basic principles as es- 
sential to a healthy profession of large 
and small firms. I think its acceptance 
will go far toward the final elimination 
of a double standard of auditing. 


Accounting 

As accountants, I don’t suppose we 
ever lose interest in what is taking place 
with respect to accounting techniques. 
A great deal has been going on over the 
past few years in the way of sharpening 
the presentation of corporate income. 
There is no need at this time to review 
the bulletins of the Committee on Ac- 
counting Procedure of the American In- 
stitute, or the other forces which have 
worked with that committee towards bet- 
ter accounting for corporate activities. 
With respect to accounting principles, 
the committee releases taking positions 
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against general purpose contingency re- 
serves, against such reserves as those for 
future decline in inventory pricing, and 
against the abandonment of depreciation 
on cost, have all served to decrease the 
variation in the accounting principles for 
the determination of income. 


In addition to dealing with accounting 
principles, the Committee on Accounting 
Procedure has been giving attention to 
the matter of presentation of the income 
statement. It has reaffirmed quite posi- 
tively its position that there are certain 
items which in certain conditions are 
properly excluded from the determination 
of the net income for the year and should 
be so excluded. All of this has been 
in the interest of avoiding misleading 
inferences from the figure called “net 
earnings for the year,” and making it 
more readily possible to judge the effic- 
iency of the operations of the corporation 
for that year. 


A basic objective of corporate account- 
ing is to make income reporting com- 
parable between companies. This is nec- 
essary so that progress of one company 
can be judged not only in relation to its 
own past but also in relation to other 
companies in the same period. 


The results of any company’s opera- 
tions for a particular year cannot be 
judged in a vacuum. They must be 
judged against the backdrop of economic 
conditions of that year. The results for 
the year 1947, for example, considered 
against the economic conditions of 1947, 
have an entirely different significance 
from what they would have if judged 
against conditions in 1945 or, in the ex- 
treme, 1932. 


Thus, it is important that the impact 
of economic conditions of a particular 
year not be cushioned by arbitrary, per- 
missive, unrestricted charges or adjust- 
ments. These not only destroy the use- 
fulness of comparisons year by year for 
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the same company, but completely de- 
stroy the reliability of comparisons be- 
tween different companies. 

Although accounting practices must be 
kept fluid to meet the changing needs of 
business, there must be a well understood 
body of accounting criteria against which 
the individual accountant’s judgment can 
be tested. Otherwise there can be no 
comparability of financial reports. 

Accountants have come a long way to- 
ward meeting the goals of clear, reliable 
financial reporting. The Bulletins on 
Accounting Procedure of the American 
Institute of Accountants provide a record 
of this progress. But there are still many 
problems calling for attention in the 
years to come. 

The continued existence of the cor- 
porate system depends to a great extent 
on whether corporations provide ade- 
quate, trustworthy, and understandable 
reports on their activities. The necessity 
for such information is so great that, if 
it is not furnished under our present 
voluntary system, it is likely to be re- 
quired by regulation. 

To have governmental bodies respons- 
ible for the financial reporting of corpor- 
ations would, in my opinion, be a serious 
loss to our economic system. Accountants 
must take their full share of responsi- 
bility to see that adequate information is 
given voluntarily rather than by govern- 
ment fiat. 


Nature of Income 

The foregoing activities have been in 
connection with what might be called the 
refinement of orthodox accounting. Or- 
dinarily they would have constituted sat- 
isfactory progress. Under reasonably 
stable economic conditions the accounting 
determination of income gave a figure 
useful to society and one which was not 
a great departure from economic con- 


But with rapidly changing economic 
conditions, particularly the change in the 
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value of the monetary unit, the determin- 
ation of the earnings of corporations by 
orthodox accounting methods became 
subject to criticism, and the criticism con- 
tinues unabated. Orthodox determina- 
tions of profit in a changing monetary 
unit no longer represent available or dis- 
tributable profits, or even profits with re- 
spect to which there is a choice of use. 
In the first place, the purchase of inven- 
tory at one price and its sale on the basis 
of a different value of the monetary unit 
gave an orthodox profit; but, insofar as 
this profit arose through the change in 
the purchasing power of the dollar, it 
was a profit that had to be put back in 
the business to replace the inventory used. 
Then, too, the fact that plant facilities 
were having to be replaced at costs very 
much greater than costs of facilities being 
used up meant that reservation of profits 
for depreciation on costs just was not 
providing enough money for the replace- 
ment problem, and that earnings deter- 
mined in an orthodox way could not all 
be distributed to the stockholders or used 
for expansion or considered in connection 
with increasing payrolls or reducing 
prices. 


As these factors became more and more 
clear and it became more and more evi- 
dent that the profits which were appar- 
ently high in relation to prior years 
usually were just not sufficient to pay a 
reasonable dividend and let the company 
continue safely in its normal business, 
there came a demand that accounting re- 
flect a different kind of profit than had 
been reflected under orthodox concepts. 
Profits determined in accordance with 
normal accounting methods were termed 
“phantom” profits, and other less euph- 
onius words. The accountant was asked 
in many quarters to state net income for 
the year on a basis which would take out 
of the report all such “phantom” profits. 

The accountant, while recognizing the 
need, had a serious problem. He had 
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before him no general understanding as 
to what economic impacts should be con- 
cidered in order to put corporate income 
on a current cost level, nor did he have 
any way of appraising or approving the 
amounts, or measuring those economic 
impacts. He would have found himself 
in a position of approving amounts de- 
termined by individual companies in the 
light of their own individual ideas of 
measuring the economic impact, and, 
more than that, he would have found 
himself approving such measurements in 
one case and approving financial reports 
without any such treatment in other sim- 
ilar cases. The accountants just could 
not give up all of the gains that had 
been made in connection with sharpening 
the determination of income under ortho- 
dox methods and invite the chaos that 
would have resulted for a time if adjust- 
ments for economic conditions were left 
to individual companies without any 
criteria as to amounts. 

On the whole, business seems to have 
accepted for 1947 the decision of the ac- 
countants as necessary at the time and 
under the conditions. Most businesses 
therefore attempted to explain the effect 
of economic changes upon the availability 
of profits determined in the orthodox 
way. 

But this did not fully solve the prob- 
lem. If we are to continue in disturbed 
economic conditions, orthodox account- 
ing methods are going to show net earn- 
ings or net profits which will always have 
to be interpreted to be made useful. Ac- 
counting itself should be useful to our 
society, and particularly useful in the dis- 
play and interpretation of corporation 
activities. There is no sanctity in ac- 
counting merely for itself; accountants 
must find a way of making accounting 
useful in this interpretation. If that 
means devising new accounting concepts 
or giving up some orthodox ideas, then 
they must be given up. 
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On the other hand, if we give up our 
historical ideas we must move into new 
fields only when we have some knowl- 
edge of where we are going and what 
will be really useful in reporting corpor- 
ate income. We need to know more 
about the nature of corporate income. 
If the economic concepts of corporate 
income should override the accounting 
concepts, how far should the impact of 
economic conditions be carried into the 
accounts ? 

Fortunately, there has been initiated a 
study of accounting terms and definitions 
which will have as one of its most im- 
portant and pressing problems the defini- 
tion of business income. If that study 
does define business income in a form 
subject to accounting measurements, it 
should be possible without too much dif- 
ficulty to put the definition into practice. 
If, on the other hand, the definition in- 
volves economic determinations, the 
group making the study should be able 
to suggest measurements to be applied 
in connection with such economic deter- 
minations. While the study is going on, 
it seems to me of little value to experi- 
ment with every possible method of re- 
porting corporate income, or to open the 
field of corporate reporting to the inclus- 
ion or exclusion of economic impacts at 
the arbitrary whim of the individual cor- 
poration. 

I do not think we have the answer to 
this problem, and I know that I have 
found no satisfactory solution for myself. 
I recognize the technical advantages of 
reporting an income that is freed from 
“phantom” profits — one that is more 
nearly related to economic conditions. 
There is technical accuracy in reporting 
the entire operations for the year on the 
basis of the same dollar, but this is a 
practical problem. Is accounting to be 
sufficiently consistent that it recognizes 
the current values in the balance sheet 
as well as in the income statement? Not 
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many people would like to write up their 
assets. Is accounting to be consistent 
year by year? How many people would 
like to follow the new concept when 
profits become narrower than they are 
at present or during a period of decline? 
Do we have any measurement of current 
costs? How would we get at it without 
appraisals? There is a good deal of talk 
about index figures, but it would be 
senseless to provide a basis whereby all 
companies used the same index regardless 
of whether it was appropriate or each 
company used its own figure depending 
upon what constituted a satisfactory index 
figure. 

One thing, however, seems very clear 
to me — that is extremely dangerous to 
financial reporting for accountants to 
adopt a position that either the orthodox 
concept of cost is proper or the new 
concept of current value is equally proper 
and approve corporation reports on either 
basis depending upon the desires of the 
company. I think it is equally clear that 
income statements that include any meas- 
urement of economic impact should be 
dividend in two sections — the first, 
which would present the income in the 
orthodox way, and the second, which 
would adjust for the impact of a chang- 
ing value of the monetary unit. 


Our Institute recently sent out a ques- 
tionnaire to a substantial number of 
selected businessmen, economists, an- 
alysts, etc. to find out whether or not 
there was any widespread demand for 
change in the fundamental basis of the 
determination of corporate income. We 
had in mind that the accounting profes- 
sion needed to know how wide-spread 
was the demand for some change. The 
replies are not all in, but to date there is 
a surprisingly small percentage of people 
who want to discard the orthodox ac- 
counting principle of using cost. 
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Understanding of Corporation 
Income 


I referred earlier to Mr. Hendershot 
and his comments about accountants. 
Particularly, I want to emphasize his 
statement that the man in the street could 
benefit a great deal from the observations 
of accountants on controversies about the 
nature of business, about the reasonable- 
ness of profits and prices, wages and 
dividends. 


If it is true that the public would pay 
attention to comments from accountants, 
and I believe this, then accountants have 
a great responsibility to speak out. These 
are serious times. All through the world 
the system of free corporate private en- 
terprise has broken down, in all principal 
countries save only in the United States 
and Canada. That breakdown has come 
because the mass of the people wanted a 
breakdown. Part of that desire came, I 
suspect, because of some abuses which 


might have been corrected without dis- 
aster if there had been more widespread 
understanding of the system. 


In our country and in yours our system 
of free private enterprise, the corporation 
system, has functioned to the great bene- 
fit of all. Yet today it is under attack, 
in our country, at least — for too high 
prices, or too low wages, or too low or 
too high dividends, for being monopolis- 
tic, and on many other equally tenuous 
charges. If the system is voted out, it 
will be because of lack of understanding. 
We accountants, dealing with accounting 
as the language of business, must be in 
the forefront of the movement to report 
properly and adequately on corporate 
activities, on corporation profits, and fin- 
ancial position. More than that, we must - 
be in the forefront of the movement to 
see that the public adequately understands 
the profit system. 

Are dividends too high? Can we not 
find some way of showing how stock- 
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holders have fared in the changing value 
of the dollar? — a showing which I be- 
lieve would develop the fact that divi- 
dends have actually decreased in terms 
of purchasing power. 

Are profits too high? Are they really 
high enough to protect the stockholder 
in his investment? Are they high en- 
ough to furnish working capital and tools 
to permit the continuous health of the 
company? Are the profits high in rela- 
tion to current values, or in relation to 
the full value of the investment, tangible 
and intangible? Have we made such a 
fetish of conservatism or original cost as 
to encourage misleading inferences as to 
the return on investments? 

Are prices too high? Is it really be- 
cause of deliberate policy, or because of 
velocity with only narrow margins of 
profit per unit? Do we do our share 
to show how little change is required 
to turn a profit into a loss? 
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Not only do we have a selfish interest 
in preserving the economic system that 
has called our profession into being, we 
have a social responsibility to use our 
peculiar talents and knowledge for its 
preservation for the good of all. We 
can help to educate the public about cor- 
poration earnings; we can help those 
groups assisting in the dissemination of 
corporation facts, such as public relations 
people and financial editors; and, above 
all, we can help to see that the financial 
information is useful for judging the 
progress of corporations; and that all 
facts are shown for the benefit of all 
those groups who have a stake in the 
proper division of the fruits of corporate 
activity. 

Adequate corporation reporting is at 
the core of our system of free private 
enterprise, and we as accountants have a 
major responsibility to see that it is pro- 
vided. 


OBITUARY 


The Late Francis L. Bringloe 

The Quebec Institute announces with 
regret the passing of Mr. Francis Lock- 
hart Bringloe on August 21st at his home 
in Outremont following an illness which 
kept him confined to bed for the past five 
years. Mr. Bringloe was born in Edin- 
burgh in 1881 and became a member of 
the Society of Accountants in Edinburgh 
in 1910. He came to Canada in 1907 and 


was first associated with Shannon and 
Mundell in the practice of his profession. 
He opened his own office in 1913 and be- 


came a member of the Quebec Institute 
in 1921. He retired from his firm last 


December. Mr. Bringloe was a keen 
golfer, and maintained his interest in 
the game to the last. 

To his widow and two sisters the In- 
stitute extends its sincere sympathy. 


















“More or Less”: 


po rapidity of change these days has 
more than a tendency, in many in- 
stances, to distort one’s pet peeves and 
one’s observation on government action. 
Yet there are issues that we Canadians 
must face in the not too distant future. 
How squarely we face them time alone 
must tell, and it is with one or two of 
these that I wish to deal. 

The topic “More or Less” carries im- 
plications not the least of which is 
measurement — a term that must be of 
interest to anyone dealing in numerical 
co-efficients. Before relating the task 
of measurement to such topics as se- 
curity and material abundance I propose 
by way of background to suggest one 
or two characteristics of society that to 
me are at the root of current confusion. 

Over the past two decades two rather 
interesting, and, I suggest, thought-pro- 
voking trends in our economy have 
shown up rather pointedly. The first in 
importance is, I believe, the transcend- 
ence of collectivism over individualism 
in the thinking and in the actions of 
many of our citizens. The second might 
well be termed the philosophy of ma- 
terialism, evidenced in different econ- 
omic or pecuniary levels by a variety of 
gadgets — mechanical and electrical. Our 
society has been called acquisitive. In 
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By W. F. Lougheed, M.A. 


(Economist to the Canadian 
Bank of Commerce) 


the achievement of this “epithet” it must 
follow by the nature of things that dif- 
ferent people acquire different quantities 
of the same or even different things. 


Two Current Trends 


There is an element in our country— 
a doctrinaire element — that appears to 
be of the opinion that the present dis- 
tribution of goods (including gadgets) 
and services is not “a good thing”. I 
am not aware of any serious criticism by 
this group or element that I have re- 
ferred to, of economic valuation and dis- 
tribution per se. I suggest rather that 
social or perhaps welfare terminology is 
being used by design or by accident in 
a discussion of economic phenomena. For 
example we are being flooded with state- 
ments embracing such terms as adequate, 
abundant, better, higher. In point of 
fact advertising slogans are somewhat 
analogous, such as, for example, that a 
certain washing soap will make clothes 
brighter and whiter. I suppose this 
would be the case in contrast to the 
complete absence of soap. On the dema- 
gogic level this approach surely must be 
designed to create in the minds of people 
an injury psychosis that can only be re- 
dressed by membership in a particular 
political party. 
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Measuring the "Good Society" 

On reflection it must be obvious that 
when a situation is viewed as “bad” then 
in the mind of the viewer there must be 
a yardstick or standard against which the 
situation is measured. When society as 
a whole, say twelve million odd in Can- 
ada, is viewed in an unfavourable light 
by an inexperienced but zealous reformer 
two thoughts come to mind, one of en- 
vious amazement, and the other in the 
form of a question. Having regard for 
one’s experience in business and admin- 
istrative matters one becomes envious of 
the expressed capacity to revise (and I 
emphasize revise), the productive and dis- 
tributive pattern of an economy to the 
satisfaction even of a majority — in our 
case perhaps seven million people. Sup- 
ervision of ten thousand employees and 
a dozen branch plants seem fully to 
occupy the attention and energies of a 
man whom we are inclined to feel is 
outside the classification of ordinary. 
The question that comes to mind is the 
occupation, in the Utopian state, envis- 
aged for himself by our reformer. And 
what are the yardsticks of the “good 
society”: — equal holidays — equal hours 
of work — equal “take home pay” — a 
country of castles, or drab and uniform 
housing units? or what??? And can 
you give widely acceptable numerical co- 
efficients to these and other similar 
pseudo-objectives ? 

For many people, the subject of con- 
tribution and reward (take-home pay if 
you like) has developed many confu- 
sions. What is the “right” pecuniary 
valuations for specific occupations? Here 
subjective as well as objective valuations 
enter the picture. I should think that 
some of you must puzzle over the word 
fair in its many uses. For example, 
popular sentiment suggests to me that a 
“fair price” for an article is something 
less than the market price, and a “fair 
wage” is something more than is cur- 
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rently received. Merchants are unfair; 
employers are unfair; thee and me are 
fair, although sometimes I think that 
thee is inclined to be a bit unfair. 


War-Time Exposure to Collectivist 
Philosophy 

It has been truly said that we Can- 
adians are fast approaching the cross- 
roads. Twice in the lives of many of 
us wars have been fought. Twice we 
have been thrown together for self-pre- 
servation. Out of the first experience in 
1914-18 we achieved amongst other 
things the War Income Tax—called a 
“temporary fiscal instrument” at the time 
of imposition in 1917; and out of the 
second experience we acquired regula- 
tion, planning, and control. One can- 
not be exposed to collectivist philosophy 
— even when necessary in times of wars 
— without acquiring, to some degree, 
some of the characteristic concepts. There 











is bound to be some cross-fertilization of 
ideas to the end that certain of our pre- 
conceptions must become altered, or at 
least require re-statement. 


We have witnessed the results of col- 
lectivist activity during World War II. 
From all sides tribute has been paid to 
the extent of our war effort. With a 
large percentage of the most employable 
folk in the economy engaging in war 
activities, the remainder expanded the 
productive capacity and the productive 
output of the economy manifold. This 
was done by voluntary effort, although 
transcending co-operative effort was the 
compelling force of preservation of our 
homes, our families, and our way of life. 
Moreover, in front of us was a pretty 
clear objective, in terms of the type of 
war we were engaged in, namely, volume 
of industrial output. Now it is my 
opinion that short of changing the men- 
tal patterns of the bulk of our citizens, 
we cannot provide, in a short space of 
time, comparable motives and objectives, 
under peace-time conditions. I submit 
that any political organization that has a 
predilection for regimentation of the 
people must have some objective or end 
in view; I further suggest that short of 
a military state, complete with real or 
imaginary potential enemies, no political 
pressure group can suggest an end that 
comes within the realm of reasonable 
achievement — an end that is as com- 
pelling as self-preservation. 


A Substitute for Intelligent Analysis 

Today, we move closer to decision 
concerning our future pattern of econ- 
omic existence. From all sides there is 


heated discussion and the interchange of 
invective. I do not propose to belabour 
this aspect of confusion, yet I might 
point out, for example, that righteous 
indignation concerning certain economic 
phenomena on the part of some of our 
“reformer” element is no substitute for 





The Economic Outlook 






201 


formal training in economics or analyt- 
ical analysis. Doubtless many proposals 
from these quarters are presented with 
utmost sincerity, and many of the sug- 
gestions are of small moment. But it 
is somewhat difficult to be continuously 
charitable with criticisms from the same 
source directed against free competition, 
the banking system, private property, and 
the profit motive, if they are similarly 
ill-informed. For engineers and natural 
scientists there is much less excuse. No 
one denies scientists any more than any 
other citizen the right to express opinions 
on the state of society. However, there 
is no particular reason to accord to a 
chemist by virtue of his special knowl- 
edge of chemistry any more weight on, 
for example, the question of conscrip- 
tion in a democracy than to the views of 
divines on the rate of interest, or the 
views of film stars on soap or cigar- 
ettes. This leads to a comment for 
your quiet reflection, namely that the 
scientific method applied to social phe- 
nomena sometimes gives us pause to 
wonder. As one author put it, ‘Their 
use of the exact quantitative method 
in the study of social and economic 
phenomena has not infrequently resulted 
in startling new truths akin to the Pla- 
tonic discovery that a just ruler is 729 
times as happy as an unjust one”. One 
more short quotation draws these pre- 
fatory observations to a close, namely 
that on the subject of postwar economic 
policy “the proposals of archbishops, 
professors of physics, and medical prac- 
titioners compare very unfavourably with 
the modest post-war aim of the chairman 
of the National Federation of Fish Friers, 
which is that people must be able to 
walk into fish frying shops and maintain 
their dignity”. 

. The Two Major Issues of Our Day 


I have sketched in a background of 
general observable characteristics of pre- 
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sent economic and political society. It 
is against this background that two ma- 
jor issues must be considered, namely 
economic security and material prosper- 
ity. 

As I stated at the outset, this is a 
materialistic age whether we approve of 
it or not. The delightful maxim, “To 
each according to his needs, from each 
according to his ability”, has been some- 
what distorted during the twentieth cen- 
tury if not before. It has now be- 
come politically fashionable to suggest, 
“To each according to his wants”. One 
of the difficulties we must face is the 
search for abilities to provide the means 
to satisfy the wants. Furthermore, a 
very puzzling question must arise upon 
reflection. Is materialism an end in it- 
self, or does materialism generate equali- 
tarianism and does equalitarianism re- 
quire for its achievement the corporate 
state? 


Material Prosperity—A Conflict 

With regard to material prosperity, 
what is it? Do we think of prosperity 
in terms of abundance, or do we confuse 
monetary inflation and rising price levels 


with prosperity? And does not abund- 
ance suggest full pipe lines, relatively 
heavy inventories and other characteris- 
tics of what we now have come to view 
as a tendency toward an unhealthy con- 
dition of affairs? It is paradoxical that 
shortages stimulate demand, and the re- 
sultant activities in production and dis- 
tribution create an aura of prosperity. 
Wages are forced up — prices go up — 
and newspaper editorials proclaim the 
early return of the neo-golden age. What 
we seem to be seeking is a two-toned 
economic system combining the best of 
two conflicting desires interwoven in 
man — man as a producer and as a con- 
sumer. Short of commissariat economics 
it is unlikely to be achieved. 
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Allocation of Material Resources 

We come back to materialism, and 
there are two or three minor issues that 
should be raised for consideration. The 
first centres on one of the basic problems 
of economics, the matching of wants with 
resources. I do not propose to slip into 
economic theory, but I do want to point 
out that, with historical verification, 
wants in the main outrun resources. Cer- 
tain resources are capable of alternative 
uses and therefore demand for products 
creates a competing market for factors of 
production. The beauty and effective- 
ness of the market place in contrast to 
the omnipotent and omniscient planner 
is that values are placed on resources 
without interference by the state. And, 
I may add, the system has worked tol- 
erably well. 

Any economy, if it is to avoid serious 
misdirection of resources and enormous 
waste, must solve the problem of the 
rational allocation of resources among 
alternative uses. Fundamentally, this 
problem is one of valuation. In a 
competitive economy in which the auto- 
matic mechanism of price functions and 
in which there is freedom of choice in 
consumption and in occupation, the ef- 
fective demand prices of consumers are 
economically significant. That is, the 
prices consumers are willing and able to 
pay, and their preference scale of all 
possible goods and services, acts as a 
guide to production, which in turn de- 
termines the allocation of resources. 
Buyers and sellers in a competitive econ- 
omy bid with and against each other 
for the primary factors of production, 
finally arriving at a price which indicates 
the relative importance of the factors. 
Since the buyers and sellers are bidding 
under pressure of competition for profit, 
the prices established tend to represent 
those prices which keep costs at a mini- 
mum and which equalize the selling price 
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of the product with the cost of produc- 
ing it. The great merit of a competi- 
tive economy is that it automatically takes 
care of the problem of economic calcu- 
lation of the prices of the factors, and 
tends toward a “least cost” production 
system in which the cost of the marginal 
factor of production is proportional to 
the marginal productivity of the factor. 


Under a Socialist System 


Under a socialistic system, arbitrary 
valuations are substituted for market 
valuations and the automatic mechanism 
of price is eliminated. The citizens may 
dictate what commodities shall be pro- 
duced, but the authorities are then re- 
sponsible for the allocation of resources 
and the pricing of the factors. If the 


economy is to be economical in the use 
of its scarce resources, if costs are to 
be kept to a minimum, and if the selling 
price of a product is to cover the cost 
of producing it, then economic calcula- 


tion to determine the relative economic 
significance of the primary factors of 
production is indispensable. Under the 
competitive system this is done auto- 
matically; under the socialist system it is 
done arbitrarily and there is no reason 
to presume that the result will be a 
more or less rational allocation of re- 
sources. 

Since resources and labour are limited 
in any economy, there is little use in 
implying in political discussion what al- 
most approximates a supernatural power 
to provide everyone with more — with 
the possible exception of more money or 
more nonsense. Surely all of us are 
aware of the watering of what was once 
considered a dollar. There is little justi- 
fication for further use of the printing 
press. The plain truth of the matter is 
that unless the state takes over private 
property and “dishes out” final products 
in equal portions to all, we are going 
to have what some are pleased to call 
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“inequality”. Insofar as increasing the 
stock pile of goods and services is con- 
cerned, in terms of physical units not 
in dollar units, this requires relatively 
greater contributions on the part of 
labour in all its ramifications. And this 
does not seem to be the guiding policy 
in industry today. 


Redistribution 


We do have some attempts at redis- 
tribution of income. I was thinking of 
Marx — Karl, not Harpo — in this con- 
nection. One of his suggestions for the 
achievement of a proletarian Heaven was 
the imposition of a progressive income 
tax. On the 100th anniversary of his 
Communistic Manifesto I would wager 
that if he could see the rate schedule 
of income tax obligations that we must 
face he would return to his grave in sad 
contemplation of the fact that he has 
been made to look like a “piker”. 


I have often wondered whether the 
term “redistribution” does not carry in- 
vidious implications. Recent figures re- 
leased from Ottawa indicate 2,545,809 
taxpayers. There are 17,974 taxpayers 
earning over $10,000 a year. The earn- 
ings of this group total approximately 
$309,430,000. If this amount were 
divided equally amongst all earning be- 
low $10,000 each taxpayer would receive 
$118.45. But why should all taxpayers 
below this arbitary level I have chosen 
share equally? Here is a delightful 
task of pro-rating the “loot” in inverse 
proportion to tax contributions. Why 
single out taxpayers for special com- 
pensation? Let everybody get in on the 
scheme! Here each man, woman, and 
child in Canada would receive $25.14, 
hardly a down payment on a new Merc- 
ury, a washing machine, an F.M. radio 
combination and a second bath tub. 
Now this type of nonsense approach 
might work for the first year. Possibly 
the second year might prove more di- 
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ficult. By the third year people would 
be scrambling to get into the low income 
brackets — we would have H. Alger in 
reverse. The rest of this episode I leave 
to your imagination. 


Demand for Security 

Now I return to security. In my 
travels I have found that no one person 
or group has a monoply on the term. 
Yet various pressure groups have ap- 
propriated the term to their own use. 
“We want security” is the demand. 
Let us look at the implications. But 
first I must make fleeting and unsympa- 
thetic reference to Mr. Beveridge and 
his “Full Employment in a Free Society”. 
Beveridge defines variously the term ‘‘full 
employment”, and one definition includes 
security, namely that the country should 
provide more jobs than there are people 
to fill them. No comment! 


It seems on this side of the Atlantic 


that employment and security are separ- 


ated for political discussion. ‘“‘Jobs” 
and “Security in Jobs” are the demands. 
No one denies the commendableness of 
these objectives. But let us explore the 
problem. Plant A produces a commodity 
“B”. The market is fixed in size, and 
people, otherwise fickle, will not alter 
their demand. So the wheel goes round 
and round. Raw materials come in 
steadily, Mr. John assists in the pro- 
cessing; Mr. John gets paid regularly; 
Mr. John has security — or has he? 


Uncertainties of Foreign Trade 

One of the characteristics of the Can- 
adian economy that cannot be too often 
repeated is that about a third of our 
national income is the result of trade. 
A year ago it looked as if a revival of 
the pre-war trade pattern was within our 
reach. We did not foresee, however, the 
failure of the European economies to 
respond to the stimulus of two years of 
peace. Beginning with Mr. Marshall’s 
speech at Harvard in June of last year, 
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the relatively quick succession of events 
which followed diluted our faith in any 
immediate or orderly restoration of multi- 
lateral trade such as we knew it before 
World War II. On August 20th 
Great Britain was reluctantly forced to 
repudiate finally her pre-war practice of 
international currency convertibility. 
Three months later, on November 17th, 
the Emergency Foreign Exchange Con- 
servation Act was introduced, placing 
Canada in a loosely fitting economic 
strait jacket of restrictions and auster- 
ity. 

Prior to 1939 the pattern of Canadian 
trade, while it was not necessarily a 
rigid one, reveals a surplus of exports 
to Europe and Great Britain, and a sur- 
plus of imports from the United States. 
So long as Great Britain maintained her 
position as world banker Canada could 
carry on her three-cornered trade in a 
relatively successful manner. She could 
accept the purchasing country’s currency 
and convert such currency into United 
States dollars to pay for American im- 
ports. By and large, pre-1939 Canadian 
trade represented a “natural” flow of 
economic surpluses. To Great Britain 
and Europe, Canada exported primary 
products and semi-processed goods; from 
the United States, Canada imported 
manufactured and fully-processed goods. 
Trade figures for three selected years 
prior to 1939 suggest a high degree of 
correlation between the volume of Can- 
adian trade and the domestic level of 
economic conditions: 


Date Imports Exports Total 

1928 $1,222,317,916 $1,363,788,356 $2,586,106,272 
1932 452,614,257 497,913,597 950,527,854 
1939 751,055,534 935,921,718  1,686,977,247 


Despite the fact that the European 
market is still an important and logical 
destination for Canadian export goods, 
and that Europe is critically short of 
commodities which Canada can supply, 
the financial position of many of these 
countries since VJ Day, and the con- 
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tinued low level of productivity, has 
made them unable to pay for Canadian 
goods in either cash or in kind. With 
few exceptions Canada has had to fin- 
ance the export of her goods by loan 
of by gift. The resulting dilemma was 
suggested in the recent report of the 
Foreign Exchange Control Board which 
stated in part: “There can be no doubt 
that they (Europe) need our goods, or 
that it is in our long-term interest that 
they should continue to receive them, but 
unless they receive substantial assistance 
from other sources it seems probable that 
we cannot continue for much longer to 
receive from them convertible exchange 
at the 1947 rate . . . Moreover, while 
there are definite limitations on Canada’s 
ability to extend credit, it is not real- 
istic to envisage that there will be a com- 
plete halt to the extension of credit to 
Europe.” 

At the same time that our chief source 


of means of payment acceptable to the 
United States has dried up, Canadian 
prosperity has been at a record high 


level. With Canadian incomes high, 
and with the war-time accumulation of 
savings available, it follows that con- 
sumption and investment in inventories 
will also be high. Imports from other 
countries, particularly the United States, 
rose, so that any surplus in the Canadian 
balance of payments in 1947 was virt- 
ually eliminated. The economic position 
was further distorted by Canadian reg- 
ulations circumscribing the export to the 
United States of dollar-earning goods 
and commodities. 

The Canadian austerity programme of 
November 17th was apparently announc- 
ed after some collaboration with the 
United States. Perhaps the proposal of 
“E.R.P.” dollars under off-shore pur- 
chasing forestalled a more severe pro- 
gramme. 

There is one corollary to the Canadian 
trade picture which is often over-looked, 
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namely, that approximately one-third of 
our national income is the result of 
trade, and that nearly 2,000,000 employ- 
ables are engaged in export and import 
activities. Our present day emphasis on 
security and stability tend to obscure 
these facts by concentrating on the mean- 
ing of the terms in their national rather 
than international framework. We can- 
not, if we would maintain the present 
material level of our standard of living, 
be guided by a policy of autarchy; nor 
can we expect other countries to behave 
consistently in a pattern most beneficial 
to our needs. While it may be possible 
to control certain obvious dislocations 
in trade, the task of providing “‘security” 
and “‘stability” in such an uncertain 
atmosphere assumes gargantuan propor- 
tions. 


War Threat Diverts Production 


One further date rounds out the pic- 
ture. On March 17th, President Tru- 
man made an important pronouncement 
with respect to American policy. A 
state of “armed truce” on the part of 
the United States vis a vis Russia 
and communist - dominated _ satellite 
countries must by its very nature include 
Canada. This creates a background far 
different from that against which much 
of our current thinking is being done. 
Military rearmament diverts materials and 
labour that otherwise would find their 
way into domestic production and con- 
sumption. Having regard for the ex- 
hortations to produce in order to combat 
inflationary pressures, here we see a 
diversion of production that, in effect, 
is an offset to such suggestions. 

Mr. King, speaking in Virginia a 
short time ago, suggests that Canada 
will collaborate with the United States. 
One presumes that this collaboration will 
include some military contributions. It 
seems reasonable to assume that our con- 
tributions will centre on air and naval 
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activities and probably involve some mili- 
tary production. Here we are likely to 
parallel, to some extent, the American 
approach with respect to resource allo- 
cation, and the results must be similar 
to a degree, namely shortages in certain 
lines of production and upward price 
pressures. 


One point of considerable bother 
centres on the speed with which this 
quasi-reconversion will take place. Also 
in the light of domestic political con- 
siderations one wonders whether the 
Government on its own motion will set 
up allocation machinery. It may require 
some interference by Washington in the 
form of, say, demands on Canadian in- 
dustry for certain kinds of steel products 
to force our Government’s hand. Yet 
if we are committed to, let us say, 
“military preparedness” we are going to 
“lose” a certain portion of resources, 
including skilled labour, from the dom- 
estic stock pile. Moreover, inflationary 
pressures must become more, rather than 
less, significant. Now if this condition 
develops the further question arises, 
namely, what will be the policy of the 
Government with regard to inflationary 
pressures. 

So here we are in a position where 
resources must of necessity be diverted 
in order to prepare for future disturb- 
ances, thus adding another hurdle in our 
quest for material prosperity. Here we 
are, with restrictions on the import of 
United States products further reducing 
the stock pile of goods available for 
consumption and production. Here we 
are, unable to trade with our former 
customers except unilaterally. Here we 
are, seeking and getting financial help 
from a friendly neighbour. All this 
is disheartening. Yet let me say most 
emphatically that the seriousness of the 
situation is disheartening only in pro- 
portion to the degree to which we lose 
sight of our long-run objectives. 
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Is Planned Economy the Cure? 


The contradictions and the clash of 
interests in the world to-day have made 
clear thinking very difficult. In terms of 
our population and resources, great for- 
ward strides have been made by the Can- 
adian economy in the past ten years. So 
accelerated has been the tempo of eco- 
nomic activity that Canada ranks today 
with the United States as an important 
source of material aid to the less fortu- 
nate nations of the world. Having regard 
for our war effort and the assistance we 
have already given to Europe, is it 
possible that we must now digress from 
the basic conditions which made such 
contributions possible and turn our 
efforts and vitality towards sustaining an 
anaemic planned economy? 


If, in the light of present day inter- 
national conditions, control of our econ- 
omy seems necessary and reasonable, let 
us at least be sure that such control is 
temporary. Widespread controls are an 
anachronism in a democratic society and 
a liberal form of political economy. 


As a long-run objective, we must 
choose between two types of economic 
organization: the totalitarian and the 
liberal. The choice involves something 
more than disinterested study and re 
flection as between two political forms 
of government. Our decision is between 
an economic framework which implies 
control — of markets, of consumption, of 
production, of capital — and one which 
suggests individual liberty and relatively 
free trade and free movement of private 
capital. Novel schemes and _ political 
opportunism have never promoted order- 
ly progress. We have, through the years, 
compiled a glossary upon which we may 
now draw recording much useful wisdom 
and many errors. In supporting the 
liberal position, I must confess my be- 
lief that free trade and all that it stands 
for is the main bulwark of peace. 
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The International 
Congress Of Accountants 


Mr. A. Emile Beauvais, C.A., reports to the 46th 
Annual Meeting on his mission to Paris in the Spring 


a. thousand years ago, ‘Julius 
Caesar, whose eloquence was equal 
to his military genius, described in three 
words one of his greatest victories: “I 
came, I saw, I conquered!” Being no 
Caesar myself, (and how!) I will simp- 
ly state that, during my recent trip to 
Europe, “I came, I saw and I was con- 
quered!”” Since my return to Canada, I 
only dream of going back there, where 
so many things are to be seen and such 
benefit is to be had. 

On the 27th April last, as official dele- 
gate of the Dominion Association of 
Chartered Accountants to the Interna- 
tional Congress of Accountants held in 
Paris, on May 10th-14th, I packed in a 
hurry and, with my faithful wife, who is 
a marvellous traveller, I took the boat in 
New York. 

Like happy nations, fortunate travellers 
have no history. The ocean-crossing on 
board the luxurious “Queen Eliza- 
beth” was but a worthy prelude to what 
was awaiting us overseas. On the rapid 
boat-train between Cherbourg and the 
great capital of France the scenery was 
delightful. However, it was a sorrowful 
sight to see the destruction wrought by 


the furious battles fought there at the 
time of the invasion of Normandy. Caen 
is more than half destroyed, so is Brette- 
ville and many other smaller localities. 
It reminded me vividly of our brave Can- 
adians who fought and died there for 
the cause of liberty. 

This year, during this septennial Con- 
gress in Paris, twenty-two nations were 
represented. Many delegates had come 
from several European countries, some 
from Egypt, Morocco and Algeria, some 
from the most important South American 
republics and so on. The United 
States of America had appointed a special 
envoy and I was indeed happy and hon- 
ored to represent Canada. 

The deliberations of the Congress were 
carried on in the French language and 
being the only French-speaking delegate 
among the British representatives, I was, 
from the very beginning, put to a rather 
trying task. After preliminary talks with 
our British colleagues, I was asked to ex- 
press to their foreign confréres, during 
the public meetings, their own opinions 
which were in full accord with my own. 
The French delegates were very anxious 
to create without delay a permanent in- 
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ternational organization which would 
bind quite closely together the profes- 
sional accountants of the world at large. 
We, in our group, were against the pro- 
ject which we thought premature, consid- 
ering the somewhat lower standard of the 
profession in continental Europe, the lack 
of professional ethics and the absence of 
serious training for students. In truth, 
no agreement exists with European uni- 
versities for the promotion of accounting 
sciences among students and junior 
clerks. I therefore explained to our 
French confréres that we felt it was too 
early to promote such an organization 
but that, in the meantime, the different 
continental associations should standard- 
ize and modernize their own methods, 
and adopt among themselves identical 
rules and regulations, seeking the eleva- 
tion of standards. 

We recommended also that arrange- 
ments be made with the Universities in 
order to bring about satisfactory education 
of students and the award of diplomas in 
modern accountancy. Nevertheless, the 
British representatives and I, subject to 
approval by our own parent bodies, 
agreed to co-operate fully with our Euro- 
pean colleagues and to exchange with 
them all available literature published by 
such bodies. 

In my opinion, we should first of all 
create an international organization to 
evolve a similar accounting terminology 
which is a very necessary prerequisite to 
further progress. 

A special committee in the Congress 
was formed comprising one representa- 
tive from each country, to deal with the 
suggestions already mentioned. After 
long deliberations, which were rather 
violent at certain times, we all compro- 
mised and a resolution was unanimously 
adopted to the effect that, subject to the 
accomplishment of the foregoing condi- 
tions, an international organization would 
be created. 
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On Monday, Tuesday and Wednesday, 
conferences were held and these were fol- 
lowed by forums. The lecturers had pre- 
pared their paper with great care and the 
meetings were thus very interesting. May 
I add that, though I speak French fluent- 
ly — because it is my own language — I 
had some difficulty in following some of 
the debates, owing to great differences in 
terminology. The final meeting was held 
on the morning of Thursday, May 20th 
in the grand amphitheatre of the Sor- 
bonne. On behalf of Canada, the British 
Isles and the Latin-American countries, I 
was then invited, to my great embarrass- 
ment, to deliver a speech in the presence 
of over 1,000 delegates. To judge by 
the applause which drowned my final 
words, I am sure that the participation of 
Canada during the Congress must have 
been very welcome. 


But let us not forget the social aspects 
of the Congress, which proved to be very 
agreeable to the charming ladies as well 
as to their more austere consorts. En- 
tertainments of all kinds were offered to 
us, dinners, garden parties, visits around 
town and night shows. To the shame of 
some timid souls, we risked ourselves in 
Les Folies-Bergeres. The board of cen- 
sors will, however, not allow me to de- 
scribe them. But, between ourselves, let 
me suggest that the best of the New York 
Follies, rolled up together, provide enter- 
tainment for infants compared to them. 
The closing banquet was a delightful 
event: French cuisine was at its best and 
the most exquisite French wines flowed 
continuously around the tables. The Ball, 
which followed, lasted until dawn and, 
in the opinion of the fair sex, it was a 
fitting climax to the Congress. During 
this all-too-short visit to Paris, my wife 
and I were fortunate indeed, thanks to 
the courtesy of the British Embassy, in 
being invited to a gala performance at the 
Grand Opera House, in honour of Prin- 
cess Elizabeth and her charming consort, 
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the Duke of Edinburgh. Both were of- 
fered a spontaneous ovation by the very 
large attendance. We felt very proud, 
at this moment, in thinking that the Prin- 
cess might become, one day, the queen of 
Canada. 

On Friday, May 21st, many delegates 
visited Versailles, the palatial home of 
Louis XIV, where, under the guidance 
of the director of the Museum, they could 
admire at leisure this monumental mas- 
terpiece of the artistic and historical 
splendors of bygone days. On Saturday, 
some of us went to Rheims and a few 
among us — naughty boys — were lost 
for some time in the famous Champagne 
wine cellars. Those who were teetotal- 
lers were astounded by the magnificence 
of the great cathedral. 

To make short a very long story, I en- 
joyed in every town and village which I 
visited the traditional hospitality of the 
French and I also bring back with me the 


feeling that progress was accomplished 


during the Congress. My French col- 
leagues in Paris were charming hosts to 
my wife and myself and I even had the 
privilege of talking to one of the mem- 
bers of the Schumann cabinet. On my 
suggestion he intended to seek the 
amendment of French law in order to 
allow a foreign accountant to employ lo- 
cal junior clerks. This would entitle 
members of our profession, either from 
the British Isles, Canada or the United 
States of America, to train French stu- 
dents in this promising career. Unfor- 
tunately, French cabinets never last long. 
Mr. Robert Schumann is no more Presi- 
dent of the Council and I wonder what 
happened to those solemn determinations 
of his distinguished colleague. 

I was greatly relieved to see that Paris 
had not suffered too much through the 
bombing of this magnificent city. Here 
and there, we found a few of the main 
buildings slightly damaged by bullets. 
But we never saw in Paris the destruc- 


tion and desolation of the northern re- 
gions of France, Touraine and London. 
In the suburbs of Paris, the great Renault 
motor factories were destroyed by fire, 
but, as a rule, most of the historical mon- 
uments are still intact. 


I found Paris life most agreeable and 
it goes without saying that the French 
cuisine is still supreme in the world. We 
enjoyed immensely the presentations at 
La Comedie Francaise, L’Opera Comique, 
Le Grand Opera. With my undaunted 
wife, I travelled as far south as the fa- 
mous Cote @’Azur and stopped at Mar- 
seilles, which seems to have recovered 
very rapidly from the dreadful German 
occupation. The Marseillais is still the 
great braggart of always: nothing could 
stop him from exaggerating the beauties 
of his unique city and its celebrated 
Cannebiere, the main thoroughfare. 


In Rome and Naples, two enchanting 
gems of the Italian Peninsula, I happened 
to meet several colleagues. In Italy, re- 
covery seems to be well on its way and, 
in many cases, more advanced than in 
France, on account of the overflow of 
tourists and thanks to a most favourable 
rate of exchange. 


While we were loitering in Naples, my 
wife reminded me that, not far away 
from old man Vesuvius, there was a little 
town which Lord Lytton had so marvel- 
lously described in his great novel ‘The 
Last Days of Pompeii.” So, to Pompeii 
we went. A very competent guide ex- 
plained to us the beauties of ancient civi- 
lizations which are no more, except for 
the great-great-grand-children of the or- 
iginal lizards which still continue to 
crawl over the feet of a nervous visitor. 

Afterwards, in a powerful plane, we 
jumped over the Alps and landed safely 
in Switzerland, that fairyland of huge 
mountains, queer little towns and eter- 
nal snows. 

Finally, we flew direct to London, the 















largest and one of the most magnificent 
cities in the world. I will not attempt 
to describe what you all know so well. 
There, we met the new president and the 
secretary of the Institute of Chartered 
Accountants in England and Wales. We 
also met Mr. Garrett, secretary to the In- 
corporated Society of Accountants and 
Auditors. All of them discussed very 
amicably the possibility of reciprocity be- 
tween their institutes and our own Can- 
adian institutes. 

You are all aware that the British Par- 
liament intends to adopt, at its next ses- 
sion, a law creating a corporation of ac- 
countants to be formed of representatives 
of the different associations existing in 
the British Isles. This corporation would 
have the power to recognize registered 
societies of foreign countries, and the 
members of such societies would be al- 
lowed to practise in the British Isles, un- 
der certain conditions. It is contem- 
plated that when, for instance, the Insti- 
tute of Chartered Accountants of Sas- 
| katchewan is recognized as aforesaid, a 
BI chartered accountant from this Province 

. could practise in England using the 
designation of “Chartered Accountant 
(Saskatchewan)”’. 

In the great metropolis, I also met sev- 
eral chartered accountants who offered us 
hospitality, and, among them Mr. Spen- 
cer, senior partner of Price, Waterhouse 
& Co. who, with his most charming wife, 
tendered us a cordial welcome. No 
words could express our feelings when, 
from our hotel room, we listened to the 
solemn notes of Big Ben, striking the 
hour which symbolizes throughout the 
free nations of our mighty Common- 
wealth a moral bond of friendship and 
security. As long as we stick together, 
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civilization will be safe in this world of 


ours. 

To all my professional associates who 
have not yet enjoyed the privilege of 
visiting London and Paris, my last word 
is to recommend most emphatically that 
they do so — accompanied by their wives. 
This I suggest professionally as well as 
educationally, for wives always seem to 
have a far better memory for history and 
geography than their unpolished hus- 
bands who, most of the time, stick to 
business and thus miss all the pleasures of 
the trip. As regards recreation itself, it 
is also a safeguard for a law-abiding 
chartered accountant who, otherwise, 
might get lost in some disreputable night 
club, and come back with a police record. 

In Paris I met the only angel-faced 
taxi-driver alive in this world. In fact, 
he seemed too good to be true and for 
several days we crawled in his dilapi- 
dated tacot all around Paris, even into 
cemeteries, while he was explaining to us, 
with eloquent gestures, the charms of 
la Belle France. To my surprise his name 
was also Beauvais. 

Now, ladies and gentlemen, I must 
have pity on you and allow you to enjoy 
once again the charming hospitality of 
this beautiful city of Regina, a Queen 
City by itself, where all the good fellows 
of our Association have been offered such 
a hearty welcome. 

Before closing, allow me to extend to 
the members of our host institute, who 
have invited me to address you, my most 
sincere thanks, and to wish you all the 
best of luck. Before another war starts 
all over again, I suggest that you follow 
my own example and, with your faithful 
wife, make, in your turn, a most enjoy- 
able trip to Europe. 
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The Tax Department 


Cases @ Regulations @ Directives @ Comment 
Edited by M. I. Pierce, B.A., LL.B. 


Recent Tax Cases 


Argue v. Minister of National Revenue 






(Supreme Court of Canada, Kerwin, Taschereau, Rand, Estey and Locke J]. 
June 25, 1948) 


"Business'—''Carrying on Business"—Excess Profits Tax Act, 1940, c. 32, 

secs. 2(g), 7(b), (c) and (d) — Manager of company remunerated by 

commission — Investment income from private savings — Whether income 
from "business". 


Argue was employed as the general 
agent and manager of a loan company 
under a long term contract, his duties 
being the investment of the company’s 
funds (subject to the approval of the 
directors) and the collection of all 
moneys owing to it on shares, invest- 
ments, rentals or otherwise, and he had 
also the exclusive right to sell the com- 
pany’s shares and properties and of act- 
ing as its rental and insurance agent. 
His contract stipulated that he would not 
engage in any business which would con- 
flict with the company’s business. He 
was remunerated by commission on the 
sale of the company’s shares and proper- 
ties and on rental collections, and also 
upon its invested capital. In 1940 he 
received gross commissions of some $18,- 
000 under the contract. He had addi- 
tional income in 1940 of $900, the net 
commissions upon insurance written by 
him both on property upon which loans 
had been made by the loan company and 
on other property as well, and he had 
also income of some $6300, being inter- 
est on his personal savings ($102,000) 
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which was invested principally in long 
term mortgages on real estate and agree- 
ments for sale of land and, as to a small 
amount, in some 14 promissory notes 
representing loans made by him for the 
accommodation of shareholders of the 
company. He devoted substantially all 
of his time to the business of the loan 
company and had a paid secretary who 
attended to his personal investments dur- 
ing his absences. He was assessed to 
excess profits tax for 1940 on his total in- 
come for the year on the ground that it 
was the profit of one or more businesses 
within the meaning of sec. 2(g) of the 
Excess Profits Tax Act, 1940, c. 32.* 
He appealed. 


Held, reversing the Court below, he was 
not exigible to excess profits tax for 1940, 
and the appeal must be allowed. (Locke 
J. for the Court) 


*Sec. 2()g of the Ercess Profits Tax 
Act, 1940, c. 32, enacts: 
“Profits” in the case of a taxpayer 
other than a corporation . .. means the 
income of the said taxpayer derived 
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(1) Management Commissions 


“It cannot be decisive of the question 
as to whether or not the services rendered 
to the company by the appellant, under 
the terms of the contract, constituted a 
carrying on of business within the mean- 
ing of sec. 2(g) [of the Excess Profits 
Tax Act, 1940] that he was remuner- 
ated by a commission rather than by a 
salary . . . The services rendered by the 
appellant to the company were, in my 
opinion, rendered gua servant and the 
remuneration received by him was for 
services rendered in that capacity. The 
business carried on was the company’s 
business and not his and the rendering of 
services of this nature in the capacity of 
a paid servant or employee of a company 
is not carrying on business [Robbins v. 
Inland Revenue Com’rs [1920] 2 K.B. 
677 at p. 683]. The appellant had but 
one employer . . . . the covenant that he 
would not engage in any business... . 
which would conflict with . . . : the 
company’s business was apparently inter- 
preted by the parties as requiring him to 
devote all his time to the company’s 
services, other than such small portion 
thereof as would be taken up by his ac- 
tivities as an insurance agent, and this 
the contract authorised, and the urdis- 
puted evidence is that he did so. Sec. 7 
(b) [of the Excess Profits Tax Act]* 


from carrying on one or more busi- 
nesses, as defined by sec. 3 of the Jn- 
come War Taz Act, and before any de- 
ductions are made therefrom under any 
other provisions of the said Income 
War Tar Act. 


*Sec. 7(b) of the Excess Profits Tar 
Act, 1940, c. 32, as enacted with retroac- 
tive effect by 1942-43 (Dom), c. 26, sec. 
7, enacts: 


7. The following profits shall not be 
liable to taxation under this Act:— 

(b) the profits of a profession car- 
ried on by an individual or by individ- 
uals in partnership if the profits of the 
profession are dependent wholly or 


which excludes from the exemption the 
profits of a commission agent or person 
any part of whose business consists in the 
making of contracts on behalf of others, 
does not apply to the activities of the ap- 
pellant under his contract, in my opinion, 
other than to that of the insurance agency 
which he was permitted to carry on and 
as to which there is no dispute.” 


(2) Income from Personal Investments 


Inasmuch as appellant’s averment in 
his statement of claim that his income for 
1940 consisted, inter alia, of “interest 
earned on real estate mortgages and 
agreements” was admitted in the state- 
ment of defence and was supplemented 
by appellant’s evidence that such interest, 
with a negligible exception in the case 
of moneys loaned on promissory notes, 
was interest on long term mortgages and 
agreements for sale in which he had in- 
vested his savings for the purpose of 
earning an income, it was not incumbent 
upon him further to negative the con- 
tention that in investing the said moneys 
he was carrying on the business of a 
money lender, as the Crown in effect 
contended. 


“Neither the word ‘business’ or the 
expression ‘carrying on business’ are de- 


mainly upon his or their personal quali- 
fications and if in the opinion of the 
Minister little or no capital is employ- 
ed: Provided that this exemption shall 
not extend to the profits of a commis- 
sion agent or person any part of whose 
business consists in the making of con- 
tracts on behalf of others or the giving 
to other persons of advice of a com- 
mercial nature in connection with the 
making of contracts unless the Minis- 
ter is satisfied that such an agent is 
virtually in the position of an employee 
of one employer in which case this 
exemption shall apply and in any case 
the decision of the Minister shall be 
final and conclusive. 
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fined in the Excess Profits Tax Act. In 
Smith v. Anderson (1880) 15 Ch. D. 
247 at p. 258, Jessel M.R., in deciding 
the meaning to be assigned to the word 
‘business’ in the Companies Act, 1862, 
sec. 4, said that it was a word of exten- 
sive use and indefinite significance and 
one that had a more extensive meaning 
than ‘trade’. In discussing the subject 
he said in part (p. 261): ‘So in the or- 
dinary case of investments, a man who 
has money to invest, invests his money 
and he may occasionally sell the invest- 
ments and buy others, but he is not carry- 
ing on a business.’ While the judgment 
in this case was reversed on appeal, noth- 
ing in the judgments of the Court of Ap- 
peal cast any doubt upon the accuracy of 
this statement. [See James L.J. at p. 
276] and see South Behar Ry. v. Inland 
Rev. Com’rs [1925] A.C. 476, per Lord 
Sumner at p. 485. It may be noted that 
[sec. 7(d) of the Excess Profits Tax Act] 
expressly exempted from the tax the 
profits of a personal corporation . . . the 
income [of which] is derived solely from 
the holding of investments, and by sec. 
7(e) the profits of a non-resident-owned 
investment corporation . . . which elects 
to be assessed as such under the [Income 
War Tax Act]. I think it cannot have 
been the intention of Parliament that in- 


come of like nature resulting from invest- 
ments made by an individual of his per- 
sonal savings should be subjected to the 
tax, when the income of such companies 
carrying on business of making invest- 
ments was exempt. I find nothing in the 
evidence in this case which, in my 
opinion, justifies the conclusion that the 
appellant was carrying on business as a 
money lender, or that he was trading in 
securities or buying and selling them with 
a view to profit . . . All questions of this 
nature must of necessity be decided upon 
the facts of the particular case under con- 
sideration. I find no indication in the 
Excess Profits Tax Act, of an intention 
to classify as a business the investment 
of moneys by private individuals under 
the circumstances of this case or to sub- 
ject the income from such investments to 
excess profits tax. [See Ormond Invest- 
ment Co. V. Betts. [1928] A.C. 143 at 
p-. 162]. 


(3) Insurance Commissions. 


No question for determination arises 
as to these, since sec. 7(c) of the Excess 
Profits Tax Act, 1940, c. 32, exempted 
from taxation the profits of taxpayers 
whose profits in the taxation year did not 
exceed $5,000. 


Appeal allowed. 


T. E. McCool Ltd. v. Minister of National Revenue 
(Exchequer Court of Canada, Cameron ]., September 9, 1948) 


Income War Tax Act, sec. 5(1) (a) — Depletion allowance — Ministerial 

discretion — Transfer of timber limits to company by promoter at enhanced 

price — Evidence of value — smpeeete legal existence of company — Min- 
ister acting on wrong principle — Determination of issue by Court. 


Income War Tax Act, sec. 5(1) (b) — Interest on borrowed capital — Note 


given as purchase price — Relationship of borrower and lender not thereby 
created. 


T. E. McCool acquired certain timber company formed by him for the purpose 
limits for $35,000 and immediately of operating the said limits and of which 
transferred them at an agreed valuation he became the president and majority 
of $150,000 to T. E. McCool Ltd., a shareholder. In consideration of the 
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transfer the company assumed liabilities 
of McCool, $37,000, gave him a 5% de- 
mand note for $123,000, and issued to 
him (and, at his direction, his children) 
596 fully-paid non-assessable shares hav- 
ing a par value of $100 each (out of a 
total issue of 600 shares). On its open- 
ing balance sheet the company valued the 
timber limits at $150,000, and depletion 
allowance for 1942 was claimed on the 
basis of this valuation in pursuance of 
the Revenue’s published policy pursuant 
to sec. 5(1)(a)* of permitting a tax- 
payer to recover out of income the cost 
of acquiring his timber. The Revenue, 
however, by notice of assessment, granted 
a depletion allowance on the basis of the 
original cost of the limits to McCool, 
viz., $35,000. The company appealed, 
alleging, inter alia, that $150,000 was 
less than the actual market value of the 
said limits at the date of acquisition. 
Evidence was admitted at the hearing 


(despite objection) which clearly estab- 
lished that the market value of the limits 
at the time of acquisition was between 
$150,000 and $250,000, and that the cost 
to McCool of $35,000 was below the 
real value. 


The company also appealed against the 
disallowance as an expense of interest 
paid on the demand note of $123,000 to 
McCool, which the company claimed rep- 


* Section 5(1)(a) of the Income War 
Tax Act, RS.C. 1927, c. 97, amended 
1940, c. 34, s. 10, reads as follows: 

The Minister in determining the in- 
come derived from mining and from 
oil and gas wells and timber limits 
may make such an allowance for the 
exhaustion of the mines, wells and 
timber limits as he may deem just and 
fair, and in the case of leases of mines, 
oil and gas wells and timber limits 
the lessor and lessee shall each be 
entitled to deduct a part of the allow- 
ance for exhaustion as they agree and 
in case the lessor and lessee do not 
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resented borrowed capital used in the 
earning of its income (sec. 5(1)(b) of 
the Income War Tax Act) t. 


Held: (1) In disregarding the sep- 
arate legal existence of the company and 
fixing depletion allowance to the com- 
pany on the basis of the cost to a prede- 
cessor in title the Minister acted on a 
wrong principle and the assessment 
should be set aside. Inasmuch as the 
issues had been fought out in Court and 
it had been found that the cost to the 
company of the limits was $150,000, 
which did not exceed their actual value, 
the appeal on this point must be allowed 
and the assessment referred back to the 
Minister to adjust the depletion allowance 
on this basis. [D. R. Fraser & Co. V. 
Minister of National Revenue [1947] 
S.C.R. 157; Pioneer Laundry & Dry 
Cleaners Ltd. v. Minister of National 
Revenue [1939] S.C.R. 1; [1940] A.C. 
127; Minister of National Revenue Vv. 
Wright's Canadian Ropes Ltd. [1947] 
A.C. 109, followed. } 


(2) The demand note did not repre- 
sent borrowed capital but part of the 
purchase price, and the interest thereon 
was therefore not deductible as an ex- 
pense under s. 5(1)(b) The relation- 
ship between the company and McCool 
in reference to such note was that of 


agree the Minister shall have full 
power to apportion the deduction be- 
tween them and his determination 
shall be conclusive. 


7 Section 5(1)(b) of the Income War 
Tax Act, R.S.C. 1927, c. 97, provides in 
part as follows: 


5(1) “Income”.. shall... be subject 
to the following . . deductions: — 


(b) such reasonable rate of interest on 
borrowed capital used in the busi- 
ness to earn the income as the 
Minister in his discretion may al- 
ee 
















purchaser and vendor at the time of the 
giving of the note and thereafter of 
debtor and creditor, and was never that 
of borrower and lender, which was es- 
sential under the enactment. Inland 


Effective for the 1948 taxation period 
and thereafter, Directive No. 96 is hereby 
cancelled. 


ED. NOTE: Directive No. 96, dated 
October 1, 1947, was as follows: 


We have decided to cancel the exist- 
ing ruling that the estimated rental 
value of the manse occupied rent-free 
by an ordained member of the clergy 
shall be added back to his cash income 
for taxation purposes. In most, if not 
all, cases, the manse is not in effect 
the clergyman’s private residence but 
a place provided by his church in 





The Income War Tax Act, s. 5, subsec. 
(1), paras. (j) and (jj) provides as 
follows: 

5. (1) “Income” as hereinbefore de- 
fined shall for the purposes of this Act 
be subject to the following exemptions 
and deductions: 

(j) An amount not exceeding ten 
per centum of the income of any 
taxpayer, other than a corpora- 
tion, which amount has been 
paid by way of donation within 
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Departmental Directives 


Directive No. 214 
September 9, 1948 


From the Deputy Minister (Taxation) 
Assessments—Clergymen. 


Directive No. 215 


(Supersedes Directive No. 146) 
September 9, 1948 
From the Deputy Minister (Taxation ) 


Charitable Organizations—Application for approval under sec. 5(1) 
(j) and (jj), of the Income War Tax Act. 
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Revenue Com'rs v. Rowntree & Co. 
[1948] 1 A.E.R. 482, Dupuis Freres Lid. 
v. Minister of National Revenue [1927 | 
Ex. C.R. 207, followed.] The appeal on 
this point must therefore be dismissed. 









which, by design, he carries on part of 
the duties of his office. 

This ruling will apply to: 

(a) Assessments which have not yet 

been made; 

(b) Assessments made but not sta- 

tute-barred and 

(c) All appeals. 

As regards the expense of running 
automobiles, it is still our view that 
no different position can be admitted 
for the clergy than for the laity. The 
best plan is for the clergymen to be 
reimbursed by the church for their 
actual expenses as shown by vouchers. 

















the taxation period to and re- 
ceipted for as such by any 
charitable organization in Can- 
ada operated exclusively as such 
and not for the benefit or priv- 
ate gain or profit of any person; 
An amount not exceeding five 
per centum of the income sub- 
ject to taxation of any corpora- 
tion, which amount has been 
paid by way of donation within 
the taxation period to and re- 
ceipted for as such by any char- 









(33) 
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itable organization in Canada 
operated exclusively as such and 
not for the benefit or private 
gain or profit of any person. 


Any organization desiring approval 
for the purposes of the above-mentioned 
provisions of the law must submit an 
application on Form 1.511, obtainable 
from the offices of the Taxation Division, 
Department of National Revenue. The 
form must be completed in accordance 
with the requirements set forth therein 
and, with the necessary documents at- 
tached, forwarded for approval to the 
Head Office of the Taxation Division, 
Department of National Revenue, Ot- 
tawa. Application for approval as “‘char- 
itable organizations” need not be made 
by churches, religious organizations, pub- 
licly-owned schools, colleges or universi- 
ties. 


Charitable Purpose 


Approval will be given only to those 
organizations whose purposes and ob- 
jects are exclusively: 

(a) the relief of poverty 

(b) the advancement of religion 

(c) the advancement of education 

(d) other purposes beneficial to the 

community as a whole and anal- 
ogous to the three other purposes 
stated. 


Organizations for the Relief 
of Poverty 

This class includes all national or local 
organizations designed to relieve distress 
in the community, including funds raised 
to alleviate conditions in Canada caused 
by unusual happenings or disasters affect- 
ing the community generally. 


Organizations for the 
Advancement of Religion 

This class includes all churches and 
affliated or associated organizations 
formed for the advancement of religious 


purposes. 


Organizations for the 
Advancement of Education 

This class includes all schools, colleges, 
universities, libraries and museums, not 
operated for private gain or profit. It 
does not include societies or organiza- 
tions for the dissemination of informa- 
tion or knowledge on a particular subject, 
or for the stimulation or promotion of 
self-education. The dissemination of 
propaganda of any kind is not deemed 
to be educational. 


Purposes Beneficial to the 
Community 

Recognition will be given to organiza- 
tions. established for the purpose of pro- 
viding social or recreational facilities in 
the community, subject to the foliowing 
conditions: 

(a) the facilities and the benefits to 
be derived therefrom must be 
available to all members of the 
community; 
the title of the assets and prop- 
erty acquired for the purpose 
must vest in the municipality or 
in an organization constituted for 
the particular purpose under ap- 
propriate statutory authority. 
Where title or ownership is in 
the name of any individual or in- 
dividuals, the project will not be 
approved notwithstanding that it 
may be held upon a specific trust; 

(c) the revenue arising from the use 
or operation of the facilities must 
be used solely to further the ob- 
jects and purposes for which the 
facilities were created. 


Organizations not Deemed 
to be Charitable 
Approval will not be given to: 

(a) organizations not of general bene- 
fit to the community, or the bene- 
fits of which are restricted to par- 
ticular or selected groups; 

(b) organizations formed by any in- 
dividual or groups of individuals 
for the promotion, advocacy or 














performance of a particular pur- 
pose peculiar to those persons, 
and notwithstanding that it may 
be of a beneficial or desirable 
nature; 

(c) organizations whose objects and 

purposes are patriotic, fraternal 

or benevolent, or which advocate 
political action; 

organizations whose objects or 

purposes are illegal or subversive 

of public morals or policy; 

(e) organizations under which any 
profit, gain or material benefit or 
advantage can arise or accrue to 
any member; 

(f) organizations for the promotion of 
objects of general public utility, 
except as indicated herein; 

(g) organizations not in Canada. 


Private Benevolence 


Income tax relief will be given only 
in respect of donations to charitable or- 
ganizations. Amounts expended in 
private benevolence, whatever the pur- 
poses or objects may be, are not per- 
missible deductions under the provisions 
of the law. 


Donations 


Even though an obligation may have 
been created by a promise or undertaking, 
deductions will be allowed only for the 
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amount actually paid in the taxation 
year. 

Payments for membership or other 
fees, or where any right, privilege, ma- 
terial benefit or advantage may accrue to 
the donor, are not deemed to be dona- 
tions. 

The donations must be in money. 
Donations of goods, services or property 
are not deemed to be donations for the 
purpose of affording tax relief. 


Gifts to the Crown 

A gift to the Crown, either in right 
of Canada, or of a Province, or to a 
municipal authority in Canada, may be 
treated as a charitable donation, unless 
it is made to His Majesty in right of 
Canada for the purpose of reducing the 
income of an individual taxpayer pur- 
suant to sec. 3, subsec. (7) of the In- 
come War Tax Act. 


Organizations must be in Canada 

Only charitable organizations in Can- 
ada are eligible for approval. Organiza- 
tions in Canada acting as agents or col- 
lectors of foreign organizations do not 
qualify for approval. 


Receipts 

All claims must be supported by of- 
ficial receipts from the organizations to 
which the donations were made. 





January 20, 1948 
From the Deputy Minister (Taxation) 
Allowance for Patronage Payments and Fiscal Year Losses 


The Income War Tax Act allows inter 
alia as a deduction from income both 
patronage payments and losses with re- 
spect to prior and subsequent years. 

The question has arisen as to which 
is deductible first in the calculation of 
taxable income as, if the loss of a prior 
or subsequent year were to be deducted 
first, the taxpayer may be precluded in 





some cases from deducting the amount 
of patronage payments that would other- 
wise have been deductible, due to the 
operation of the 3% of capital employed 
limitation. 

It is considered, therefore, that patron- 
age payments are deductible from income 
before making an allowance for losses 
of prior or subsequent years. 
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Foreign Exchange Control Board 


NOTICE REGARDING PAYMENT OF DIVIDENDS, PROFITS AND INTEREST TO 
NON-RESIDENT PARENT COMPANIES OR HEAD OFFICES 
(Revised, September 1, 1948) 


For the purpose of establishing an 
orderly and systematic procedure for the 
remittance of earnings by Canadian sub- 
sidiaries and branches of non-resident 
companies, applications on Form DIV 
will in general be considered by the 
Board only where the following condi- 
tions exist: 

1. The payment is covered by a bal- 
ance of Distributable Current Earnings, 
excluding interim earnings since the end 
of the last fiscal period; 

2. The aggregate of the payments in 
any one fiscal period does not exceed one 
year’s net distributable earnings. If an 
accumulation exists, the applicant may 
elect to distribute the amount of the earn- 
ings of either the first or the last year; 

3. The date of payment is not earlier 
than three months from the close of the 


fiscal year to which the payment relates; 
and 


4. The applicant satisfies the Board 
that it is able to finance the payment from 
its own resources without resort to bor- 
rowing, except to meet temporary current 
requirements of a seasonal nature or to 
finance expenditures for fixed assets. For 
this purpose the applicant should indicate 
whether it is presently borrowing in any 
currency from either residents or non- 
residents, and furnish a recent balance 
sheet and an estimate of its cash position 
projected one year ahead. 


Except for the supplementary informa- 
tion indicated in item 4 above, there is no 
change in the general instructions for the 
filing of applications on Form DIV as set 
out on the reverse side of that Form. 


Professional Notes 


ONTARIO 

Mr. J. I. Dickey, C.A., has opened an 
office for the practice of his profession 
at 1854 Front Street, Belleville, Ontario. 

€ * * 

Clarkson, Gordon & Co., Chartered Ac- 
countants, announce that Messrs. Harold 
S. Hanson, C.A., and Albert H. Fisher, 
C.A., both of Winnipeg, Manitoba, have 
become associated with the firm as gen- 
eral partners. Announcement is also 
made of the opening of an office in Lon- 
don, Ontario, with Mr. Kenneth W. 
Lemon, C.A., as resident manager. 


CHARTERED ACCOUNTANTS’ CLUB 
OF OTTAWA 
A highly successful and well attended 
annual Fall golf meeting and dinner was 
held at the Riverside Golf Club on Sep- 
tember 20, 1948. The Price Waterhouse 


& Co. Golf trophy for the low net was 
awarded to G. T. Wilson and the McDon- 
ald Currie trophy for the low gross was 
awarded to E. D. Martin; other prizes 
were won by H. T. Aitken, J. Ross, R. S. 
Rooney, G. Elliott, C. Gale and A. C. Brit- 
tain. 

Officers elected to the executive com- 
mittee were: J. Ross, President, J. K. 
Davey, Vice-President, G. Long, Secre- 
tary, G. W. Elliott, Treasurer, E. D. Laf- 
ferty, Membership, C. Gale, Speakers, F. 
Altimas, Entertainment, J. G. Lumsden, 
Publicity. 


QUEBEC 
P. S. Ross & Sons, Chartered Account- 
ants, announce the admission as partners 
of Messrs. A. E. Bishop, Montreal; G. A. 
Kilner, Toronto; L. H. Paul, Montreal; 
J. E. Seybold, Montreal. 
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NOTES AND COMMENTS 







In the March 4, 1944 issue of The Accountant, Professor J. H. Jones has 
written, 

“Several years ago I happened to be sitting next to the late Lord Moynihan, 
the famous surgeon, at a meeting of a luncheon club which I was to address. 
He asked me, “Are you going to be simple today?” After listening to my reply 
he expressed the belief that anyone who had really mastered a subject could make 
it understood by the lay public. This led to a brisk discussion among those 
sitting near, but Lord Moynihan stuck to his point and argued that the capacity 
to interpret to the layman was the test of mastery by the first class mind. Cer- 
tainly he, like another famous surgeon of his day—the late Professor Wilkie of 
Edinburgh—might be quoted as an illustration of the truth of his view. I saw 
audiences fascinated by their apparently simple talks about the wonders of the 
human body. But Lord Moynihan was a lover—and master—of the English 
language; he never seemed at a loss for the right word or phrase while the 
listener never had to grope for his real meaning. Few can hope to rival his 
command of language, but we are all charged with the responsibility, in discussion, 
of choosing our words as carefully as possible and to convey our ideas as clearly 
and precisely as we can. Never was this responsibility heavier than in the present 
age of catchwords and question-begging epithets... .” 

We confess to being among those who find it helpful to be reminded every 
once in a while that all the material in the world (even if we had it) would count 
for little if not presented cogently. The point certainly has its down-to-earth ap- 
plications for our readers too. The most conscientious work may sometimes go 
unappreciated if the student auditor or accountant allows his exhaustion to be 
reflected in his reports. 



























* * « * 

What we have next to say is not intended in the least to discredit the fore- 
going. But perhaps it is only fair to put in a good word for those “‘first class 
minds” who have the presumption to try to teach us anything. Surely the ability 
to express in simple terms even the most technical aspects of a topic is not necessarily 
the equivalent to sending an entire audience away enlightened. Is nothing to be 
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said of the role of those of us to whom the explaining is done? Exposition, even 
if it is (and of course it rarely is) the best, is only half the battle. We might as 
well admit, uncomfortable though it is, that a capacity and an eagerness to learn 
are still the basic prerequisites to learning. 

Otherwise. we must continually face the dilemma of two listeners or readers, 
each of whom has had the same instruction, and the one understands while the other 
does not. 

If we may go so far as to cite Scripture (and defy Shakespeare), the Biblical 
parable of the sower of the seed is a case in point. It is not only the discretion of, 
the Person who sows the seed, but the quality of the ground on which it falls which 
explains the crop. A common misconception is that the truth need only be spoken 
and wisdom need only be broadcast for Utopia immediately to descend upon us. 
The sad fact is, many of us do not care for the truth even when confronted with it, 
and likewise we prefer our prejudices and our settled habits to the more restive 
demands of progress. 

As a rather different way of making the same point, Louisa Caroline wrote a 
parody on the Walrus and the Carpenter in 1872 which expressed her misgivings 
thus: 

O Undegraduates come up 

The Vulture did beseech, 

And let us see if you can learn 

As well as we can teach; 

We cannot do with more than two 
To have a word with each. 


Two more came up and then two more; 
And more and more, and more: 

And some looked upward at the roof 
Some down upon the floor, 

But mone were any wiser than 

The pair that went before. 


* * * * 


Puzzle 
Total purchases for the year plus opening inventory (both at cost) are $6,100 


and sales for the year are $9,000. The closing inventory stated at sales value is $150. 
What is the estimated value of closing inventory at cost? 
(Our thanks to Mr. J. Pfeiffer of Montreal for the above puzzle. The solution 


will appear next month.) 
* * * * 


Correspondence 
Toronto, Ontario. 


Dear Sir: I was rather intrigued with the proposition you set out in the 
September issue, Students’ section. It is a wonderful point on which to debate 
and I am going to take up the cudgel. 

First of all, in your second paragraph, you suggest that the FIFO or LIFO 
methods of valuation are based to some degree upon the “flow of goods”. Such was 
undoubtedly the case in earlier arguments but I think it is pretty well invalidated 
by now. As I see it, the method is conditioned by the approach to cost determination 
and the LIFOists are satisfied in a matching of current costs with current revenues 
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whether the flow of goods is LIFO or FIFO, and even ff the goods are not sub- 
stantially the same as in previous periods. To this extent I find myself in agreement 
with them. 

As a technical point, I dislike the term “inventory profits” for I think it is 
one of those sinister sounding terms that has been developed by those who would 
like to see all initiative and enterprise regulated by the iron hand of the Kremlin. 
What is really meant, is that profits would have been so much less than reported 
if the valuations applied to inventories were the same now as previously and in 
some cases, if inventories had not grown in volume. Personally, I think it is rather 
meaningless and, if you wish to carry is to an absurd extreme, compare last year’s 
profits with those of two years after the Napoleonic Wars and then apply such 
terminology. 

As to your point on the basis of valuation, that is “current” or “fixed”, it is my 
feeling that the purpose of statements is not just to show the capital “tied up” one 
way or another in the business, but to provide, on the basis of some admittedly 
arbitrary conventions, an analysis of the sources of capital, the use to which it is 
put, and its valuation. 

It is inherent in every going concern that the “earned surplus” is not 100% 
distributable. Some of it is, but essentially this is a term we use to indicate the 
increase in ownership equity retained in the business for one purpose or another. 

In like manner, every business has a certain proportion of its capital perman- 
ently invested in receivables and prepaid expenses, as well as in inventories and 
fixed assets. Conversely, it should be realized that a certain amount of financing 
is done by the maintenance of a certain minimum of current liabilities. In other 
words, it is implicit in all financial statements that there are certain inherent 
restrictions as to the uses that can be made of capital funds provided. 

Also, what is to be the stand in the event that fixed assets are mortgaged to 
provide additional working capital to finance booming receivables and inventories? 
Does that make part of the buildings figure current because the proceeds of the 
mortgage are being used to meet current requirements? Usually, on the assumption 
that when prices go down, a lesser amount of current capital will be required. 

To go on, I heartily believe that the choice is between the cost of “what has 
been sold” and the cost of “replacement of what has been sold”. I think the LIFOists 
and others sometimes get on the wrong foot by an emphasis on replacement cost. 
It is my opinion that the purpose of financial statements is to reflect what has 
happened, not what has happened if such and such might happen next year. While 
we cannot ignore known or probable events, we do not have to turn over backwards 
to meet the uninformed, although vociferous clamour being raised at the moment. 

For my part, I would not be prepared to admit that part or all of the inventory 
figure should not be regarded as a current asset merely because I did regard the 
LIFO method of inventory valuation appropriate. I do think, however, that it should 
be possible to arrive at a better classification and segregation of balance sheet 
items than that presently accepted. 

A WELL-KNOWN ACCOUNTANT. 
* * * * 


Problems and Solutions 
Solutions presented in this section are prepared by practising members of the 
several provincial Institutes and represent the personal views and opinions of those 
members. They are designed not as models for submission to the examiner but 
rather as such discussion and explanation of the problem as will make its study 
of benefit to the student. Discussion of solutions presenied is cordially invited. 
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Problem | 
INTERMEDIATE EXAMINATION, DECEMBER 1947 


Accounting II, Question 3 (20 marks) 
Balance sheets of Ontario Farm Products Limited as of 3lst December 1945 and 
1946, are summarized as follows: 
As of 
31st December 
1945 1946 
$ 5,000 
Accounts receivable 100,000 $108,000 
Inventories 125,000 159,000 
Fixed assets 153,000 154,000 
Goodwill 40,000 30,000 


$423,000 $451,000 


Bank loan $ 5,000 
Accounts payable $ 70,000 74,000 
Reserve for taxes 48,000 7,000 
Reserve for depreciation 70,000 69,000 
Non-current advance from parent company 100,000 110,000 
Capital stock 90,000 140,000 


Earned surplus 45,000 46,000 


$423,000 $451,000 


The net loss for the year amounted to $9,000 after providing for depreciation 
in the amount of $11,000 and writing $10,000 off goodwill. During the year fixed 
assets with a book value of $20,000, and on which depreciation of $12,000 had been 
provided, were sold for $18,000, the gain being credited to surplus. The increase in 
capital stock represented shares issued to the parent company in return for a reduction 
of $50,000 in the parent company’s advance account. 


Required: 
A statement of application of funds and changes in working capital for the year 
ended 31st December 1946. 


Solution 
ONTARIO FARM PRODUCTS LIMITED 


STATEMENT OF APPLICATION OF FUNDS AND CHANGES IN WORKING CAPITAL 
For the year ending 31st December, 1946 
Source of funds: 
Operations: 
Net loss for the year 
Add back: 
Provision for depreciation which does not represent 
an expenditure of funds $ 11,000 
Amount written off goodwill which does not 
represent an expenditure of funds 10,000 21,000 


Funds provided from operations 12,000 
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Proceeds from sale of fixed assets .............ssescssessssseseecseesesees 18,000 
Cash advanced by parent company: 

PUI RE I csc ce ceassaccskosshe quscscesisssonevannvactoscsstoooxesse 10,000 

Fmerense im..capital stoak: ..0:..:.....cc.cccsccosessisececessesssessesacessosens 60,000 





















d 
90,000 
Application of funds: 
BERPOMGICUTOS OM TRO OWOEH ons siiss tnccecnsapaccnncssssessesinceseiopsscso pens 21,000 
Balance representing increase in working capital ........ $ 69,000 
) —_—_—_—= 
) Increase 
31st December or 
) 1945 1946 (Decrease) 
: Current Assets: 
) EM settee eeaetcatete Nata cee ectaneeresttcetencctcemiageaet $ 5,000 —_ (5,000) 
: ES OORT NOD isisacssestescscsassasicasssacansngithstiasentneeres 100,000 108,000 8,000 
casa cacseaeccs nih heai esis ves eatpaaoaee oR aeiine 125,000 159,000 34,000 













37,000 





$230,000 267,000 





Current Liabilities: 










I No eis sctn pias vrccasesustaccdevs vnstacscacerascstiuceesvassbenvatedons —- 5,000 5,000 
BIE SUNN. isacevencsincncsssccesvossoresossnacisssvaseasnsaanesss 70,000 74,000 4,000 
BONE UE SININOIE eisses ccsanschtsceasinidtcamnsnscocniniosamantocoenees 48,000 7,000 (41,000) 





118,000 


MUNIN PIII snch.i-c0seccocepesaccatessseortcinacoveas $112,000 


86,000 (32,000) 












181,000 69,000 












FINAL EXAMINATION, DECEMBER 1947 


Accounting III, Question 3 (30 marks) 
Dr. A. Smith died on 31st January, 1946, leaving the following estate: 












A MN i ae ka canon sci bosons cnc oils awn cnet oss Sine castes Say Susac spends ensayo $ 6,000 
NI I 55 0hs cas hgisconicn sets ch ceesiisaranicboscnp obbakohac hits ss vats pbiansendaeiciagenneetattiacosaiiei ses 50,000 
I I iiss secsasnsiesesh scsi seucetcscogpaetdieit sats th ~cndasinnih GeivaiansigatspireesbeAvbass 23,000 
RPE Wr Cadac sis ad ocsnoeaanaceven cbssdesns own ephaea Aro taaiesanenabs eisidenaon 15,000 
MA IDPUI SNEND COUP RD sessescspsesscsccscsscenstsonsacecesseusssstaunbtinngsleonas@entapilessndeionss 21,000 
pe ONIN BUCURENE CE MI) 65s csssci sees ss ncsscessgevsccsnchoncepnacsstannsbaehaptitesesscdessevnsasebon 22,000 
Gold Mining Shares (Par. $10,000) .................cscccsrscssscsscasssscerssveessessscesesocsseeeresessesceesses 8,000 
His three sons are indebted to him for money loaned as follows: 
Son A—$10,000 Son. B—$5,000 Son C—$4,000 






The Will directs the executors to convert the assets and distribute the funds in 
the following manner (all free of Succession Duties): 
Widow—aAll the income and 2/5 of the principal. 


Sons—1/5 each of the principal. 
The bank stock is sold at 175 and the mining stock at 75 on 31st August, 1946. 
The municipal bonds are sold on 1st September at 105 and accrued interest (interest 


dates Ist January and Ist July). 
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On lst October, the real estate is sold for $5,000 and a mortgage for $15,000 at 6%. 

The railway bonds mature Ist January, 1947 (interest dates lst January and Ist 
July). 

On 31st March, 1947, the accounts receivable are finally collected, involving losses 
of $2,000 and expenses of $1,270. The mortgage is sold at a discount of 5% and 
accrued interest. 

During the executorship period, interest on bank balances amounted to $200 and 
dividends were received from the bank stock of $500. 

The executor paid debts of the deceased of $1,500, funeral expenses of $1,000, 
succession duties of $10,000, income taxes on income to date of death of $2,000. Office 
expenses of $600 and legal fees of $500 were incurred during the period of the 
executorship. 

The estate was wound up on Ist April, 1947 and the cash was distributed by the 
executor. He was allowed fees of $2,700 of which $200 was chargeable to income. 

Note: Ignore any provincial implications as to dower rights or community property. 


Required: 
Prepare the books of the executor—Journal, Cash Book and Capital Account. 


Solution 


JOURNAL. 
ESTATE OF DR. A. SMITH 


Accounts Receivable 

Real Estate 

Bank Stock 

Railway Bonds 

Municipal Bonds 

Interest Accrued—Railway Bonds, 4% for 1 month 
—Maunicipal Bonds, 3%, for 1 


Gold Stock 
Advances—A 


Funeral Expense Liability 
Succession Duty Liability 
Income Taxes 
Estate Capital 
Setting up inventory value of estate as at 
31st January, 1946 
. Bank Stock 
Cr. Estate Capital 
Recording profit on sale of bank stock. 
. Estate Capital 
Cr. Mining Stock 
Recording loss on sale of mining stock. 
. Estate Capital 
Cr. Municipal Bonds 
Recording loss on sale of municipal bonds. 
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. Mortgage Receivable 
Estate Capital 
Cr. Real Estate 
Setting up mortgage and recording loss on 
realization of real estate. 
. Estate Capital 
Cr. Accounts Receivable 
Recording losses on collection of accounts 
receivable. 
. Estate Capital 
Cr. Mortgage 
Recording loss on mortgage. 
. Capital 


Transfer of advances. 
ESTATE CAPITAL ACCOUNT 


By Inventory Value of Estate $149,620 
By Profit on Bank Stock 2,500 
To Loss on Mining Stock 

To Loss on Municipal Bonds 

To Loss on Real Estate 


To Loss on Accounts Receivable 
To Loss on Mortgage 
To Capital Charges— 
Legal Fees 
Office Expenses 
Executors’ Fees 
Expenses re Accounts Receivable 
To Balance down 


$152,120 


By Balance down $140,000 
To Widow Cheque—2/5 $ 56,000 
To Son A—Cheque ) $18,000 
—Advance) 1/5 10,000 
28,000 
To Son B—Cheque ) $23,000 
—Advance) 1/5 5,000 
28,000 
To Son C—Cheque ) $24,000 
—Advance) 1/5 4,000 
28,000 


$140,000 $140,000 
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Cycle or Continuous Ledger 


Your present billing system may be both 
modern and efficient—yet, with the right 
National Accounting Machines, it may 
well be possible to obtain far better re- 
sults than those you are now enjoying. 
As one large department store discovered, 
when, in 1945, it asked The National Cash 
Register Company to lay out and install 
a Cycle Billing system. It now reports 
that it finds improvements in practically 
every department involved. Among those 
are: 


National Accounting Machines provide 
speed, accuracy, and economy under any 
of the conventional plans of billing: cycle 
descriptive or non-descriptive, continuous 
ledger, or any adaptation of either. Na- 
tional’s standard, full-visible, flexible key- 
board increases listing speed. National's 
ciphers are automatic, corrections can be 


made before depressing the motor bar, 
and the printed amounts are fully visible. : 
Let your local National representative 


show you how every type of your account- 
ing can be mechanized on Nationals with CASH REGISTERS 
improved results from every standpoint. A@CCOUNTING-BOOKKEEPING MACHINES 


THE NATIONAL CASH REGISTER COMPANY OF CANADA LIMITED 
Head Office—Toronto Sales Offices in Principal Cities 





NOW AVAILABLE 


STIKEMAN 
Income Tax and E.P.T. Consolidation 


Permanent Volume 
1927 - 1948 


This edition of Stskeman, Income Tax and 
E.P.T. Consolidation contains the complete text 
of the INCOME WAR TAX ACT, R.S.C. 1927, 
C. 97, and of all amendments made in that Act 
since 1927. It also reproduces THE EXCESS 
PROFITS TAX ACT, 1940, and all amendments 
thereto. 


THE INCOME WAR TAX ACT is being 
replaced, as of January 1, 1949, by a new IN- 
COME TAX ACT and THE EXCESS PROFITS 
TAX ACT, 1940 is due to disappear from 
Canada’s tax structure at the same time. 


Subsequent editions of the “Consolidation” 
will not contain either Statute. It is suggested, 
therefore, that this volume be retained as a refer- 
ence in connection with assessments made with 
respect to fiscal periods preceding 1949. 


RICHARD DeBOO LIMITED 


137 Wellington St. West 
Toronto - Canada 








